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EMINISCENT 

of the Conquis- 

tadores stands this 

Benedictine Con- 

vent of Perpetual 

Admiration, framed 

against the purple- 

brown mountains 

and crystal _ skies 

near Tucson, Ari- 

zona. This is from 

the latest water- 

color series of the 

artist of the trust 

profession: Clar- 

ence R. Chaney, 

vice president of the 

Northwestern Na- 

tional Bank of 

Minneapolis. With 

fidelity of line and 

atmosphere to both 

man-made _ temple 

and to the serenity 

of Nature, Mr. 

Chaney’s_ painting 

adds another work 

of true art to a now 

long. line of inspir- 

ing scenes. Last year the Minneapolis Tribune learned of Mr. Chaney’s 

pictorial talents and reproduced four local scenes as the front page of its 

Sunday supplement, many of which were sent to Minneapolitans in the ser- 

vice. On his office walls are a few life-like watercolors of Bermuda, Glacier 

Park and Louisiana—products of the vacation hours when painting held 

sway as his relaxation. For Artist Chaney has that happy faculty of a 
natural gift for both artistry and modesty. 


His philosophy is as interesting as his work on canvas, which he re- 
fuses to take seriously and calls his hobby. As close as we can recall from 
our recent interview, he expressed it as “the type of thing I would recom- 
mend to any man who has an interest in it, for it has many advantages. It 
does not require much equipment and can be done wherever a man finds 
himself. It will furnish diversion for an hour or a full day at a time, and in 
my case, I can lose myself wholly in it as long as I am at work on a picture. 
Men whose hobbies require strenuous physical exercise are likely to be 
forced to abandon them when they reach the age of retirement and most 
need something to occupy their time. This isa thing which a man can do as 
long as he has his sight. A surprising number of men are interested in it, 
sometimes without the knowledge of their most intimate friends.” 





THE MODERN CARPET-BAGGERS 
Swindling is a Billion Dollar Business With Post-War Plans 


W. DAN BELL 
Executive Director, National Assn. of Better Business Bureaus 


We are paying a high cost, in loss of confidence in 
legitimate business as in individual savings, and may 
pay a higher one, says this authority, through the amazing 
variety of financially seductive schemes devised by con- 
fidence men. A timely warning, this story of swindling 
on a national scale is a strong argument for use of 
responsible mediums for protection of savings. But its 
elimination requires the cooperative effort of chartered 
financial institutions with lawyers and employers in each 
community, to keep the public constantly on the alert. 
The Better Business Bureaus have provided an excellent 
means for coordinating this protective effort, and free 
enterprise and banking have here an opportunity both to 


gain confidence and serve society.—Editor’s Note. 


PECULATION, accompanied by 
much cheating and dishonesty, has 
followed in the wake of practically 
every war in the history of the world. 
“The country swarms with specula- 
tors who are searching all places— 
from the stores of the wealthy to the 
recesses of the indigent—to make luc- 
So wrote Noah Web- 


rative bargains.” 
ster of the days following the Revolu- 


tionary War. History emphasizes the 
widespread swindling occurring after 
the Civil War by describing the activi- 
ties of “carpet baggers” and others who 
preyed upon the distressed peoples of 
the country. 

After World War I, some $500,000,000 an- 
nually was estimated to be lost to fakers and 
shady promoters who preyed upon Ameri- 
cans made conscious of financial investments 
by the promotion of Liberty Bonds. With 
liquid savings in an amount presently esti- 
mated to be from 130 to 150 billion dollars 
in time and demand deposits, government 
securities, and currency—and the total ra- 
pidly increasing—it is certain that this 
country faces the greatest wave of swin- 
dling and cheating we have ever known. 


No Respecter of Persons 


ARGE scale promotions aimed at obtain- 
ing, by questionable means, the savings 

of war workers, returning veterans and wi- 
dows of men killed in action have already 
begun operations. Grave concern is being 


expressed by both business men and govern- 
ment officials alike. 


The experience following World War I 
can best describe the problem which we may 
have to face. Then, as now, the normally 
low income groups had a backlog of savings 
available for investments and purchase of 
goods. It was this group who became easy 
prey to fast-talking promoters who promised 
quick and big profits in all sorts of schemes. 
Inventions arising from the war, desire for 
security, need for goods, were all factors 
upon which the swindlers based their offer- 
ings. The historically low yields on legi- 
timate securities also makes the uninitiated 
investor more vulnerable to promises of big 
profits. 


One promotion scheme collected more than 
six million dollars from seventy thousand 
people on the promise of big profits in the 
manufacture of automobiles. Actually only 
300 cars were produced before the promot- 
ers made off with the assets of the company. 
The public lost money on propositions such 
as substitutes for gasoline, devices for in- 
suring safety at sea, gold mining stock, fur 
farms, new methods of catching fish in large 
quantities and even for purchasing bonds on 
the Brooklyn Bridge. 


An Emergency Proclaimed 


S O acute did the problem become that an 
\_) emergency in the investment field was 
declared by the United States Treasury De- 
partment, Federal Reserve Board and Capi- 
tal Issues Committee, at which time it was 
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stated that “the speculative orgy in invest- 
ments had placed the Victory Loan in jeo- 
pardy.” On December 9, 1918, William H. 
Maxwell, President of the Investment Bank- 
ers Association, in announcing a campaign 
against swindling, said “the traffic has run 
into millions of dollars and constitutes not 
only a menace to the country and to every 
holder of United States Government Bonds, 
but to every ... banking institution.” The 
following month the New York Stock Ex- 
change joined the campaign and shortly 
thereafter the Federal Trade Commission 
announced that it would request thousands 
of lawyers throughout the country to volun- 
teer their efforts toward the protection of 
the people from swindles. 


In spite of these efforts, the situation be- 
came steadily worse, and in November 1919, 
Carter Glass, Secretary of the Treasury, is- 
sued another public warning in which he 
stated “Information coming to the Treasury 
indicates that in sections of the country 
where new enterprises are being floated a 
surprisingly large number of people are al- 
lowing themselves to be made the dupes of 
swindlers. It is a principle of investment 
that safety goes normally with a relatively 
low rate of return and the suggested high 
returns upon stocks which are being offered 
is enough to create suspicion. 


It is the duty of citizens in every commun- 
ity to sound the warning against fraudulent 
operators in Government securities at this 
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time, when we can ill afford to dissipate our 
resources for the profit of the unscrupulous 
few.” 


Some Examples of Trickery 


FFECTIVE work was accomplished by 

the Post Office Department, State Se- 
curities Commissioners and other govern- 
mental agencies in bringing justice to indi- 
vidual promoters of fraudulent schemes, but 
only after the public was robbed. Better 
Business Bureaus and other private agencies 
prevented thousands of individuals from be- 
ing victimized, but the variety of means and 
methods of luring funds from American citi- 
zens grew like weeds through the lush ’20’s. 


The Florida land boom, fake brokerage 
firms, fur farms, speculation in non-existent 
oil wells, bucket shops, financial advisors, 
new and untried inventions and a host of 
other tricks were successful in raising 
money for ‘confidence men.’ As investiga- 
tions, prosecution and publicity narrowed 
the field for these operations, new schemes 
were devised. Speculation in cemetery lots, 
whiskey warehouse receipts, tung trees, 
vending machines, pass books in closed 
banks, as well as numerous other investment 
schemes were successfully promoted. 


As the depression depleted the amount of 
the public’s fund available for speculative 
investment, more and more of the swindling 
fraternity turned to schemes dependent up- 
on the sale of merchandise and service. 
“Packing” of automobiles and construction 
finance charges became a_ nationwide 
scourge. Fake employment offers, “borax” 
furniture operations, stuffed flats, misrepre- 
sented book selling offers, home work 
schemes, fake movie-talent scouts, the free 
lot swindle, the show-house scheme, and 
hundreds of other rackets added to the toll 
of Lost Savings. 


Self-Regulation and Fair Practices 


HERE is no doubt that the tightening 

of State control over the financial field 
and the formation of the Securities and Ex- 
change Commission was a direct result of 
and has effectively impeded much financial 
swindling, even though such controls have 
also caused restrictions to be placed on legi- 
timate business. At the same time, trickery 
in the merchandise and service fields has 
contributed to the development of other gov- 
ernmental agencies: 
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But the problem facing American busi- 
ness is not solely that of out-and-out swind- 
lers who operate on the outer fringe and in 
the name of business. There have been and 
still are those whose fundamental philosophy 
and practices are detrimental to the public, 
who employ tricky and deceptive advertis- 
ing, or misrepresent their products and ser- 
vices, even though they may be of financial 
worth and recognized members of the com- 
munity or nation. 

Many times in the past, a few such con- 
cerns or persons in a particular trade have 
caused the trade to fall into public disrepute 
and necessitated an industrywide house- 
cleaning from within. Examples of this are 
the businesses of home construction, used 
cars, small loans, and others. The need for 
constant effort in the: raising of ethical 
standards is recognized by practically every 
service club, trade group and business or- 
ganization in the nation, and is carried out 
either by a paid staff or a committee on 
business standards. The result of these ef- 
forts has been the formulation of standards 
of fair practice to serve as a guide to the 
best means of retaining public confidence. 


Lost: Two Billion Dollars A Year 


ELF regulation by business has devel- 

oped greatly during the past twenty-five 
years, but like religion to an individual, 
ethics must be constantly applied in order 
to attain the maximum of public satisfac- 
tion with our system of free enterprise. If 
we expect to retain a favorable public atti- 
tude and obviate the necessity for further 
governmental restriction, we cannot permit 
the continuance of practices in business 
which injure both the public’s feelings and 
pocketbooks. 


Swindlers and cheats have developed over 
750 distinctly different types of schemes, 
with thousands of variations, to obtain 
money from the public. The men and wo- 
men who make their living in this manner 
do not hesitate to violate the law if they are 
quite certain that they can get away with it. 
More often they depend upon the victim’s 
ignorance, natural inclination to trust his 
fellow men, or his desire for a bargain. 
Thus the rich and the poor, the intelligent 
and the dumb, are all contributors to the 
livelihood of the confidence man. 

For every one victim of a swindle who 
reports his experience, there are at least ten 
others who say nothing for fear of being 
laughed at, unwillingness to become in- 
volved in legal entanglements, fear of pub- 
licity, and other reasons. For this reason 
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it is impossible to arrive at any figure which 
would indicate the total amount lost to fakes 
and schemes each year. However, the Fed- 
eral Trade Commission has estimated that 
one racket alone took 25 billion dollars from 
its victims in a period of ten years. Au- 
thorities in the best position to know be- 
lieve that approximately 2 to 2% billion dol- 
lars annually is lost to swindling enterprises 
in the United States alone. 


Post-War Planning by Swindlers Too 


HERE is hardly a person, regardless of 

his or her pursuit in life, that is not vic- 
timized at least once and probably more, by 
some fake or misrepresented proposition. 
Business men have been known to contribute 
repeatedly to fake charity promotions, or 
subscribe to “phoney” stock deals. House- 
wives are constantly victimized by fraudu- 
lent door-to-door rackets. Laboring men are 
particularly singled out to be duped on 
“business opportunity” schemes, free lots, 
fake insurance, etc. Teachers, doctors and 
lawyers are easy marks, too, for book 
schemes, phoney investments, etc. Special 
rackets are aimed at widows, the unem- 
ployed, the sick and at elderly persons. And 
even the preachers of the gospel are victim- 
ized by specialists who travel from city to 
city. 

While the War has brought on new rack- 
ets and changed the dress of many more old 
ones, it has also impeded the activity of or- 
ganized swindling. Transportation, com- 
munication, manpower and all other ele- 
ments which are necessary to such enter- 
prises have restricted their operations. But 
evidence uncovered by both private and gov- 
ernmental authorities indicate that plans 
are being made for large scale raids on the 
public’s funds during the transition from 
war to peace. 

It is known that men have been hanging 
around Army Separation Centers, gathering 
specific data on the names, addresses and 
amount of separation pay due returning 
veterans. Casualty lists have been carefully 
preserved, so that beneficiaries of men killed 
in action may be relieved of their insurance 
funds. The crooked gentry have joined the 
crews of patriotic citizens who sell war 
bonds, carefully noting the names and ad- 
dresses of persons who buy war bonds. 
These and numerous other instances indi- 
cate that the swindlers are already at work, 
building up their sucker lists of potential 
victims. 

The many new inventions arising from 
the war, the desire of returning service men 





to go into business for themselves, to build 
homes, to get jobs; the needs and wants of 
war-wealthy civilians for replacements and 
goods now restricted, and the hope of all to 
obtain financial security will open wide the 
gates of opportunity for those who offer 
much but give little or nothing in return 
for the nation’s consumer and investor re- 
sources. 


A Tragic Case 


EW persons give much thought to the 

tremendous effects on our economy 
caused by the diversion of funds from the 
legitimate to the illegitimate channels. Not 
only does the victim suffer financial loss, but 
when multiplied hundreds of thousands of 
times, serious dislocations occur throughout 
our economic and social fabric. 

John Doe worked in a manufacturing 
plant located in a medium size mid-western 
city. One day he was approached at work 
by one of his fellow employees who intro- 
duced him to a nice looking stranger. The 
fellow employee told him of an opportunity 
presented to him by the stranger, now an 
old friend, to get in on the ground floor to 
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make some money. It seemed that the 
stranger represented a group that was going 
to buy up a small manufacturing plant in a 
distant state, the plant to be owned and 
operated by the employees. It was a swell 
chance to not only become independent, but 
also to make considerable more money. An 
investment of $1,000 would be required. 

John thought it over. He had $700 in the 
bank. He finally decided to go into the prop- 
osition. Without telling his wife, he with- 
drew his savings and raised the other $300 
by mortgaging his car and household goods. 
Time passed and nothing happened. The 
fellow employee meanwhile had quit his job, 
and the stranger no longer visited the plant. 
Word was passed around among the em- 
ployees who had invested in the proposition 
that the proposition had flopped, that the 
promoters had paid out the assets of the 
non-existent corporation to themselves, as 
“salaries.” The money was gone, and no- 
thing could be done about it. 

John worried, and his employers became 
concerned about his decreasing production. 
When his wife learned that their “nest egg” 
was gone, and they were in debt, marital re- 
lations became strained. John began stop- 
ping in the corner saloon often after work 
and finally during the day. He lost his job, 
and with it, his car and household goods. 
His wife and children left him, and had to 
apply for government relief. Thus did a 
productive worker and a socially sound fam- 
ily become non-productive burdens upon so- 
ciety. 

Social Repercussions 


HERE are countless variations of this 
experience happening every year, with 
the following results: 


Loss of Production to Industry 

A study conducted a number of years ago 
by a large industry revealed conclusively 
that employees who were victimized through 
misrepresentation or deception became wor- 
ried to the extent that their production de- 
creased, until they unburdened themselves 
to some one in whom they had faith and 
were shown how to either get out of trouble, 
or get back on their feet. 


Loss of Funds to Legitimate Business 


Money given to a swindler seldom returns 
immediately to stable channels because it is 
usually utilized in gambling and high living. 
Thus the community banks, retailers and 
other forms of legitimate business which 
are dependent upon the utilization of the 
workers earnings are deprived of this 
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money, with resultant injury to their sup- 
pliers and the manufacturers. 


Increases Tax Burden 

The greatest single cause for requiring 
assistance from public funds is the failure 
of individuals to apply proper economics to 
their every day living. Among these are 
countless individuals whose savings and 
earnings were taken from them by schemes 
and trickery. 


Loss of Confidence in Business 

A racket operating as a business enter- 
prise must resemble as closely as possible a 
legitimate business. Thus a potential vic- 
tim believes that he is dealing with business 
when he deals with a racket. When he is 
swindled, he loses confidence in all business 
and usually adopts the policy of trading at 
arms length with any business man or con- 
cern. 


Increases Restrictive Regulation 

Victims of unfair practices readily give 
support to legislative measures which un- 
duly restrict legitimate business. Thus the 
instigators of such legislation can find pub- 
lic acceptance and acclaim for their efforts. 


Increases Anti-Business Propaganda 
Misdeeds in the name of business lend 
flavor and ammunition to the efforts of those 
who seek to destroy our free enterprise sys- 
tem, and gain supporters from those who 
have been victimized. 
Enables Fakes to Expand Operations 
Every dollar contributed to swindling en- 
terprise encourages that scheme to continue 
and expand. Like an octopus, it reaches out 
its tentacles and takes in more and more 
victims, until it either stops of its own ac- 
cord, or its promoters are exposed and the 
promotion stopped by law. 
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The Price of ‘Free’ Enterprise 


HIS problem of dishonesty in the dis- 
Byers of business, of ethics and their 
relationship to public confidence in our econ- 
omy, seem to have been passed over lightly 
or ignored completely in the post-war plan- 
ning of the various groups, agencies and in- 
dividuals of the country. To plan the main- 
tenance and expansion of our economy with- | 
out providing for the preservation of our 
resources—insurance for the protection of 
that which we have—would appear to be 
sheer folly. 130 billion dollars of liquid 
savings in the hands of our people can mean 
the difference between the prosperity and 
happiness of this nation, and depression 
with its resulting chaos. 


Law and regulation alone cannot solve 
this problem. It is a job of practical educa- 
tion—of providing facilities through which 
the public can be kept informed—of expand- 
ing service to advertising and business. 


Business men, from the national manu- 
facturing executive to the small corner re- 
tailer, must awaken to this problem, lest all 
of their plans for post-war be sucked into a 
maelstrom of public disgrace and diversion 
of funds caused by a selfish few. Not only 
must action be taken to prevent outright 
swindles, but a broom must be kept handy 
to keep the house of business swept clean of 
unethical and unfair practices which under- 
mine public confidence. 


We are justly proud of the outstanding 
performance and integrity of American 
Business. It has weathered not only the 
hurricane of war but the crosswinds caused 
by political and social upheaval. It has the 
underlying faith and confidence of those 
whom it serves. But to have freedom it 
must be ever vigilant and quick to prevent 
those who would misuse and abuse it. 
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SECURITY FOR SECURITIES 


Editorial 


T is becoming clear to practical-mind- 

ed men and women of means that the 
fees for professional guardianship of 
their securities is nominal as compared 
with the potential or actual losses of 
treating their investments as orphans 
who must find their own way through 
the financial, technological and economic 
storms. Reliable investment counsel 
firms, investment companies and more 
recently trust institutions have provided 
the logical answers to this need of cur- 
rent protection. The investment agency 
service is already of major proportions 
in the larger trust departments and 
growing rapidly, in spite of only spor- 
adic solicitation or publicity efforts. 

Some pretty sharp cautions are in order, 
lest this popular type of service be attempt- 
ed too sanguinely. First, the management 


of other people’s money is at best a touchy 
relation and the whole trust fraternity will 
suffer if it is undertaken by trust banks not 
equipped to do a first-rate job of industry 


as well as company analysis and to know 
money market and economic trends. Unless 
the smaller trust departments can make 
proper arrangements through large corre- 
spondent banks, able investment counsellors 
or joint investment bureaus, they may only 
bring disrepute to the entire idea, just as 
the good investment counsel and companies 
have suffered from the poor jobs done by 
unqualified firms in their fields. 

Secondly, acceptance policies must be 
such as to avoid all possible misunderstand- 
ings. Trust companies cannot afford to be- 
come speculators for appreciation by open- 
ing a back door with a welcome sign to those 
who do not put conservation of principal 
with steady yield as their objective. It 
should be the general practice to suggest 
that prospects may wish to keep aside some 
smaller portion of their investment account 
to play with on their own initiative if they 
enjoy taking some risks beyond the pale of 
trustee practice. 

Most trust companies confine their func- 
tions in investment agencies to the advisory 
role, preferring to take full responsibility 
for sales and purchases only under trusts. 
Even so, there is hesitancy in some quarters 
about promoting this service because of the 


ill-starred advice which some bankers gave 
gratis in the ’20s. But the dangers of simi- 
lar repercussions are largely avoided by 
confining such advisory functions to those 
officials who are specially trained in invest- 
ment matters, and doing it on a business- 
like basis. Advice which might have been 
good at the time becomes obsolete; the in- 
vestment agency is the answer, with port- 
folio in the physical possession of the bank. 

The investment agency, even more than 
the custody account, is not only an easy 
service to sell because it is readily under- 
standable and does not involve the “giving 
up” of title and other formalities, but pro- 
vides a companionate arrangement which 
frequently becomes translated into living 
trusts as the customer sees the advantages 
of trust maangement. Its development is 
being unnecessarily handicapped and com- 
plicated, however, by the variety of titles 
applied to the same service. Here are just 
a few of those in current use: 


Agencies 

Agency ‘Accounts 

Custodian Management Service 
Custodian Review Service 
Investment Advisory Service 
Investment Counsel Service 
Investment Management Service 
Investment Review Service 
Investment Service 

Personal Agency 

Managed Agencies 

Security Advisory Service 
Security Review Service 
Supervised Agency 


Just what is it we want people to buy? 
There is not that great a variety of services 
being offered. Quarterly reviews, continu- 
ing analysis, reports and other variances can 
be handled via personal discussion—after 
the main idea has been sold. This is carry- 
ing rugged individualism too far for effec- 
tive public presentation. Prospects are al- 
ready too confused about what trust depart- 
ments do. 

That there is plenty of “lebensraum” for 
first-rate investment counsel, firms and com- 
panies along with well-equipped trust insti- 
tutions, is recognized when we consider the 
great proportion of people who have yet to 
be educated to the paying of a fee for any 
professional protection. One service will 
usually be more suitable than another for a 
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particular case; purposes differ. Besides, 
many trust banks may be able to enter the 
field with the use of outside investment 
counsel facilities which they would not oth- 
erwise possess, channeling local funds from 
their communities to centes of adequate in- 
vestment service. The common interest is 
to make the public realize the value of good 
professional management. 


Trust Costs Examined by Court 


In what is believed to be the first instance 
of its kind, the Federal District Court for the 
eastern district of Pennsylvania took into con- 
sideration a trust company’s costs in fixing 
its fees. The case involved the reorganization 
of the Philadelphia and Reading Coal and Iron 
Co., in which Girard Trust Company of Phila- 
delphia acted as depositary for the bondholders 
committee for eight years. The bill submitted 
by the trust company was attacked by the SEC 
which suggested that the allowance be cut 
to less than one-half of the amount requested. 
Judge Kirkpatrick agreed to examine the 
fiduciary’s detailed cost studies upon which the 
fee was based. After these studies were re- 
viewed and explained, Judge Kirkpatrick in- 
creased the original allowance of $18,000 to 
$33,900. 
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Connecticut Trust Men Meet 


With the increased emphasis which has been 
given by banks to small estates during the 
past year, there is need for special legislation 
setting up a streamlined procedure for admin- 
istration of estates of less than $5,000. This 
call was issued by Gilbert T. Stephenson at the 
annual trust conference of the Connecticut 
Bankers Association held in New Haven last 
month. Mr. Stephenson also urged counteract- 
ing the belief that the cost of settling estates 
through a corporate fiduciary is disproportion- 
ate, citing the average cost in Connecticut as 
3.04% of the total estate, including lawyers’ 
fees. 

Hulbert S. Aldrich, vice president of The 
New York Trust Company, discussed trust in- 
vestments (his paper is digested elsewhere). 
State Bank Commissioner Richard Rapport 
spoke at the luncheon session. The afternoon 
meeting was taken up by the now traditional 
panel discussion, on trust procedure, invest- 
ments, public relations and legal aspects, han- 
dled respectively by: 

L. K. Elmore, deputy bank commissioner; 
Richard P. Chapman of Merchants National 
Bank of Boston; Charles A. Williams of United 
Illuminating Co.; and Charles W. Gross of 
Gross, Hyde & Williams, Hartford. 
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AS AN ORGANIZATION which 
has specialized in high grade securities 
for many years, we wish to call atten- 
tion to the very real investment merits 
of the securities currently being offered 
to the individual investor by the U. S. 
Government during the Seventh War 
Loan. Close study of the provisions of 
these securities will, we believe, furnish 
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THRESHOLD OF TRUST EXPANSION 


Liquidity and Diffusion of Business Ownership 
Promote Trend to Trusteeship 


JOHN KALB 
Partner, Adolph Lewisohn & Sons, New York City 


§ pee growth of funds under super- 
vision by corporate trustees up to 
the present time was caused to a large 
extent by forces set in motion by the 
Industrial Revolution. Understanding of 
this background is essential if those re- 
sponsible for future development of 
fiduciary trust business are to benefit 
by the forces resulting from the Social 
Revolution now taking place in this 
country and throughout the world. We 
are certain to have far reaching polit- 
ical, social and economic changes as a 
result of the war. Trust companies can 
benefit by these changes. 


This paper is devoted to the thesis that 
trust men must from here on tell it to the 
Sweeneys as well as to the Stuyvesants. The 
writer disagrees with the viewpoint pre- 
sented in the September 1931 issue of Bur- 
roughs Clearing House by an officer of a 
large and successful New York City trust 
institution who, after presenting an inter- 
esting wealth distribution study, concluded 
that “only 2.8 per cent of the people of the 
country can be considered to be trust pros- 
pects.” This view, no doubt, reflected the 
spirit of 1931. But who cannot see how 
much of a change has taken place since that 
time and in fact is still in process? 


To try to understand this “Era of 
Change’—to try to determine if there 
should be a different emphasis in order to 
increase the use of the facilities offered by 
trust institutions—we must go back to some 
fundamentals. We must first recognize that 
man and his social life have been constantly 
evolving. 


I do not want to try to philosophize but 
consideration of past trends of various 
“eras,” such as the Pastoral, Agricultural 
and Handicraft ages, leads me to believe 
that we are in or evolving into an “era” that 
I would characterize as Group Thinking or 
Cooperative Action. A study of population 
trends and movements also leads to a similar 
conclusion. 


The Pre-Industrial Revolution 


P to very recently, farming was man’s 

major occupation — there was little 
manufacturing, and commerce and trade 
were negligible. Each locality was practi- 
cally self-sufficient. Barely two centuries 
ago there was little need for financal institu- 
tions, for credit mechanisms, for bank 
drafts or bills of exchange. A trust institu- 
tion was hardly dreamed of and, as a matter 
of fact, even as recently as 1890 when banks 
were just beginning to take on trust powers, 
the respected American Law Review wrote, 
“It is too early yet to say, from experience 
in this country, how laws conferring such 
(trust) powers upon such corporations 
(trust companies) are going to work.” 

To return to our “beginnings,” the first 
thing we find is that there has been an enor- 
mous increase in world’ population as well 
as in that of the United States since the In- 
dustrial Revolution. 


WORLD POPULATION, 1650-1933 
(in Millions) 

Continent 1650 1750 1800 1850 1900 
Europe _.. 100 140 187 266 401 
N. America 1 6 26 81 
Central and 
S. America 12 11 19 33 638° 125 
Oceania _.. 2 2 6 10 
Africa 90 95 120 145 


1933 


519 
137 


World Tot. 545 906 1,171 1,608 2,057 


Source: A. M. Carr-Saunders, ‘‘World Population, Past 
Growth and Present Trends,” Oxford, 1936, as re- 
printed in ‘‘The Economic Almanac for 1942-43.” 


One of the important things about this 
progressive increase, from the standpoint of 
financial and trust institutions as well as 
social institutions, is that this large increase 
took place in cities and urban areas. In the 
United States, this has risen from 6.1% in 
1800 to 40% in 1900 and to 56.5% in 1940. 


Post-Industrial Revolution 


HIS dynamic change from agricultural 
to city life must be attributed to the 
Industrial Revolution. Individual workers 
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could not afford new machinery ; many work- 
ers were required to operate the machinery; 
factories therefore became necessary. This 
brought large numbers of workers together ; 
class consciousness grew; labor began to 
organize. Public health and _ sanitation 
measures became essential and contributed 
considerably to prolonging average life, 
which helped the population increase. Stand- 
ardization of labor followed. 

The establishment and operation of the 
factories required greater capital; conse- 
quently, larger banks and better credit in- 
stitutions were called into being. A new 
type of enterprise and entrepreneur and or- 
ganization rose as banking, credit and se- 
curity markets developed. 

Space limitations preclude presentation 
of many statistics but the following seem 
quite significant as indicating the revolu- 
tionary character of the transformation in 
wealth which has occurred in the past 70 to 
100 years. 
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form of assets a metamorphosis in the struc- 
ture of wealth which requires more expert 
management such as trust companies, in- 
vestment counselors as well as investment 
trusts have been equipping themselves to 
render. It is no accident that use of all 
three forms of services has grown rapidly 
since the last World War. 

We were busy between 1890 and 1920 
changing our form of ownership of wealth, 
particularly the productive type of wealth. 
A few significant items are shown in the 
table on the next page. 


From Transition Efforts to 
Service Concepts 


WISH more and better statistics were 

available to show that we have largely 
accomplished the job of shifting ownership 
of industrial productive wealth from private 
hands to publicly-owned, corporate enter- 
prises. But the above examples of the divi- 
sion of business expenditures gives us a 





NATIONAL WEALTH 1860-1932 


1880 
25.8 


1860 1870 


Agriculture _.__. 48.1 31.5 
Manufacturing* ___ 8.7 8.0 
Transportation 3.7 6.0 
Public service — 1.0 1.0 
Lax, ex. prop. 2.4 3.2 
aes 3.7 5.0 
Urban real est. 18.2 21.6 
Stks. of goods _.. 3.8 4.6 
ee 4.1 4.2 
Distribution ae 3.0 7.4 
Work. capital 2.4 6.7 
Wealth abroad 9 7 


1904 1912 


20.2 
8.0 
10.7 
2.4 


1890 
21.2 


29.1 
2.0 
4.7 
6.8 
7.1 

6 


Source: Robert R. Doane, ‘““The Measurement of American Wealth,’’ Harper, 1933. 
*The seeming decline in wealth allocated to manufacturing is accounted for by inclusion of a large share of 
industrial or corporate wealth in inter-related fields such as Transportation, Distribution, stocks of goods and, 


of course, working capital. 





Not only do we obtain a good idea of how 
types of wealth have changed and become 
more complex as we moved away from agri- 
culture but, what is more important to the 
bank and trust officer, how more liquid some 


of the assets became. This change was 
measured quite carefully a few years ago by 
Berle & Pederson. They show how liquid 
claims have risen from 16% of national 
wealth in 1880 to 40% in 1930. 


Increased Liquidity and Fund Management 


SIDE from the very many social and eco- 
nomic implications resulting from the 
tremendous changes in the various categor- 
ies of wealth, we see in the increased liquid 


(1) “Liquid Claims and National Wealth’’ by Berle 
and Pederson. 


- further. 


good index of how far this transition has al- 
ready gone. In the opinion of the writer the 
largest part of the transition has been ac- 
complished: Those who played important 
roles in facilitating this change—banks, se- 
curity markets and investment underwrit- 
ing firms—now have new and changing 
functions to perform if they are to partici- 
pate in the new services arising out of the 
fact that our country’s form of wealth has 
become more liquid and its ownership broad- 
ly diffused. 


Some Practical Conclusions 


FIRMLY believe that our national econ- 
omy is destined to grow considerably 
If what followed previous wars is 
any pattern, we may in the next generation 

















CURRENT EVENTS 


Business Expenditures! 
(000,000) 








Non- Percent 
Corp. Corp. Corporate 

1860 $ 1.3 $ 8.4 14.1 
1870 2.6 10.3 21.0 
1880 4.9 15.8 24.2 
1890 9.7 21.7 31.0 
1900 18.7 26.6 41.2 
1902 

1905 24.63 29.9 45.1 
1910 33.1 47.6 41.0 
1915 49.6 50.7 49.4 
1920 118.2 87.9 57.3 
1925 134.3 107.5 55.5 
1930 138.3 76.5 64.3 






vate Property.”” (3) 1904. (4) 1923. 





accomplish as many or even more industrial 
and social wonders than we have in the past 
generation. Methods are bound to change— 
results may be the same. 

The forces behind the redistribution of 
income are forces which have been in pro- 
cess for many, many years. Trust compan- 
ies have in the past twenty years witnessed 
a very substantial growth in the assets 
which come under their jurisdiction. But 
the number of customers handled represents 
a mere fraction of one per cent of this coun- 
try’s population. 

We might justify past growth and action 
of trusts as the initial, cautious attempt to 
develop this service. Every profession has 
such a history. Perhaps the primary em- 
phasis on serving the wealthy class was 
proper and probably essential as a begin- 
ning and an experiment when large indivi- 
dual fortunes were being amassed. If so, 
the modern trust institution has now devel- 
oped sufficient background to launch out— 
as some have already done—and do an in- 
stitutionalized business with the general in- 
vesting public who number in the millions. 
Might not some of the original history and 
experiences of the life insurance industry— 
which now has over 50 million customers as 
compared with only a quarter million or so 
trust accounts—be a good example? 

We could go on and on to cite statistics of 
recent increases in national wealth—the liq- 
uid kind—to show how emphasis must 
change so that the $1,000 fund becomes a 
part of the assets handled by a trust com- 
pany. But more will be said about this later 
and by others. 


sonication ited annie: ie aiae ne 
SOME EVIDENCES OF TRANSITION IN FORM OF OWNERSHIP 


(1) Same as Doane’s ‘‘Measurement of American Wealth.” 
(5) 1931. 
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Estimated No. of Book Stockholders2 





(000) 
in Amer. Penn. U.S. 

U.S. Tel. R.R. Steel 
4,400 

12.0 28.4 24.6 

18.0 40.4 20.1 

7,400 41.0 65.3 28.9 

8,000 66.0 93.8 45.8 

12,000 139.4 133.0 95.8 

14,4004 362.2 140.6 90.6 

18,0005 567.7 207.2 145.5 


(2) Berle & Means, ‘“‘Modern Corporation and Pri- 





Commercial Fashions Have Changed 


HE “good old days” of commercial bank- 
ing are gone. Whereas we sufféred 
from a shortage of liquid funds and capital 
in this country for many years, as a result 
of which need for commercial banking de- 


WE ARE SPECIALISTS 
IN THE DISTRIBUTION 
OF LARGE BLOCKS 
OF OFF THE BOARD 
SECURITIES 


We invite your inquiries. 


Nationwide Dealer Contacts 


LUCKHURST & CO. 


Members N. Y. Security Dealers’ Assn. 
40 Exchange Place New York 5, N. Y. 
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veloped, we are now likely to continue to 
have a surplus of funds. In the individual 
manufacturing enterprise economy of 1870 
to 1920 an individual inventor willingly paid 
high for either commercial funds or invest- 
ment capital. 


Today that individual inventor is part of 
the research department of a large corpora- 
tion which commands funds at 2% or, most 
likely, has its own excess cash. Progress, 
yes, considerably industrial technological 
progress can still develop in this country; 
but the functions of banks have changed in 
marked degree. 


Today the commercial division of a bank 
either already has or its likely to develop a 
consumer financing department. That means 
$100 to $1,000 accounts. These will be pro- 
fitable only if efforts are made to attract 
and develop that business on a mass basis 
—requiring cooperative credit and perhaps 
collection agencies. Why not similar efforts 
and thinking for trust departments? And 
should the business solicitation be merged? 


Qualified by 70 years 
of experience to act 
in every. recognized 
trust and corporate 
fiduciary capacity. 


IOWA-DES MOINES NATIONAL BANK 
& TRUST COMPANY 


NE IOWA 


MEMBER FDIC 
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Time for Transition Thinking 


ITHIN the next decade home construc- 

tion is bound to increase considerably. 
The savings departments will undoubtedly 
find the real estate field interesting insofar 
as ‘new financing methods are concerned. 
There are at least twenty million home own- 
ers in this country and there will probably 
be six to ten million new homes built within 
ten years after the war. Are not most of 
these home owners and prospective owners 
of new homes good trust account prospects 
as well? Should there be joint solicitation 
efforts made for those prospects? 


The present and the near future seem the 
ideal time for a transition in thinking re- 
garding trust business possibilities. A good 
beginning has been made by the 30 and 
more banks in the country who have pion- 
eered with common trust funds and now 
have over $100 million in assets. 


But that number and amount is infinitesi- 
mal compared with the opportunity of the 
day. All of us are acquainted with recent 
statistics of savings by individuals to know 
that personal demand deposits in accounts 
under $25,000 amount to $20 billion or near- 
ly twice the total amount of trust assets be- 
ing administered by all national banks in 
the country. Trust companies have a tre- 
mendous opportunity to serve the Sweeneys 
as well as the Stuyvesants. 


Diversification of Trust Investments 


Stocks comprise over 50% of the invest- 
ments in trust funds administered by state 
banks and trust companies in Connecticut, ac- 
cording to the Bank Commissioner’s annual re- 
port as of September 30, 1944: 


_$311,702,551 
_ 162,388,212 
31,534,108 
29,506,198 
2,316,997 
1,970,850 
15,403,256 
16,604,643 
5,604,087 


Bonds tee 
mortes@es 
Real estate __. os 
Participation mortgages __. 
Real estate participations 
Savings deposits 

Cash ea Pe ok, 
Miscellaneous 


_...$577,030.902 


New Common Trust Fund 


The first common trust fund in New York 
State outside of New York City — and the 
32nd in the country — has been established by 
the Security Trust Company of Rochester. The 
fund is of the discretionary type. 





A MAN WHO KNOWS 
THE TRUST OFFICER’S 
PROBLEMS 


Connecticut General Life Underwriters are good 
men to work with because their whole training points toward the solution 
of problems similar to those confronting the Trust Officer. In estate 
planning, in formulating business insurance plans, in working out employee 
retirement plans, the Connecticut General Underwriter develops a com- 
petent analysis that will save the Trust Officer’s time and make his work 
easier. Then,*too, Connecticut General men know where their job ends 


and the work of the Trust Officer or Lawyer begins. They are experienced 


and able in coordinating their part of the picture with these other very 


necessary professional services. 


When the card reads “Connecticut General,” you may be sure that the 
man who sent it in will talk your language. You may be sure that he will 


be helpful to work with, because he knows your problems first hand. 


CONNECTICUT GENERAL 
LIFE INSURANCE COMPANY 


HARTFORD, CONNECTICUT 
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NEW BUSINESS 


MANAGEMENT AGENCY ACCOUNTS 


Description of Types and Opportunities for New Business 


B. W. TAUNTON 
Assistant Trust Officer, The National Shawmut Bank of Boston 


NE of the rapidly developing phases of 

the trust business is the so-called ““Man- 
agement Agency Account.” The number of 
such accounts handled by our institution 
has increased substantially in the past two- 
years. This is comparable to the experience 
of other banks located in this and surround- 
ing communities, if not throughout the 
country. 


The rapid growth of this particular type 
of service is the result of the demand for it, 
rather than any concerted effort on the part 
of our bank or other institutions in the com- 
munity to introduce it to the public. Asa 
general rule, bank advertising has empha- 
sized the handling of trusts or estates. Per- 
haps more attention should be given agency 
services and particularly the management 
agency account, for here is an opportunity 
to offer a service which has popular appeal 
and which can be operated on a truly re- 
munerative basis. 


Agency Plus Advice 


ANAGEMENT agency accounts may 
be divided into three general classes. 
The first and best known type is the or- 
dinary agency or custodian account coupled 
with investment advisory services. This 
type of account is normally handled under 
the terms of a simple, concise, written 
agreement entered into with the customer. 
Many banks use a prepared form for this 
purpose. We prefer the tailor-made agree- 
ment, and although, in most instances, the 
language of the agreement is generally the 
same, we find that we can better adapt it to 
the individual needs or desires of the cus- 
tomer. Before the execution of any such 
agreement, there is a full discussion of the 
service and we endeavor to make it plain 
just what we are undertaking to do. 


In addition to the usual agency or cus- 
todian services, we make an initial study of 
the account, and recommendations as to the 
purchase and sale of securities are made to 
bring it fully in line with our policies. The 
investment services are much the same as 
those offered to a customer for whom we act 
as trustee, but the final decision as to what 
to buy or to sell, or whether to buy or sell, 


rests entirely with the customer. The se- 
curities recommended are of the same type 
that we place in trusts and generally the 
same rules as to diversification are followed. 
Our purposes are the same: to conserve the 
estate and to produce a reasonable income, 
consistent with safety. We make it clear to 
our customer that our primary objective is 
to protect the principal by sound manage- 
ment and the careful selection of securities, 
and that while we may endeavor to take ad- 
vantage of any reasonable opportunity to 
enhance the value of the estate, we will not 
make recommendations of a speculative na- 
ture. 

Of course, exceptions must be made to the 
general policy outlined above. As we have 
pointed out, consideration must be given to 
the differences in the requirements of var- 
ious customers. We must be willing to 
make concessions with respect to diversifi- 
cation or to particular investments. How- 
ever, we do confine our recommendations 
for purchases to the issues appearing on 
our approved trust lists, and encourage the 
elimination of others, which, because of 
limitations on marketability or sources of 
information, are difficult to follow and 
therefore add to operating costs or impair 
efficiency in managing the account. 


Full Management Account 


ry HE second type of management agency 

| gotee differs from the first in one im- 
portant respect; the agent buys or sells on 
its own discretion without consulting the 
principal—reporting or accounting to the 


principal after the fact. This is frequently 
referred to as a full management agency or 
an attorney account. The agent may act 
under a general or full power of attorney 
rather than an agency agreement, although 
many institutions prefer an agreement. 
Such an account is normally attractive to 
the individual who is not readily available 
to pass upon recommendations of the agent. 
Occasionally, an account of this nature is 
attractive to an elderly person, or to the 
man or woman who, because of inexperience 
in investment matters, feels that he or she 
either is not capable of, or wishes to avoid, 
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making decisions. Banks undertaking such 
accounts should be very selective and con- 
fine them to customers for whom the first 
type of management agency account is en- 
tirely impractical. 


Advice Without Custedy 


i, on third type of management agency 
account, which is relatively new and 
limited in scope, is that in which the agent 
undertakes to render investment service and 
advice without the control or custody of the 
securities. Many banks are reluctant to en- 
ter upon this field. Others who have under- 
taken to render this type of service feel that 
their experience has been unsatisfactory— 
that it is an extremely difficult business to 
handle. The principal objections appear to 
stem from the fact that customers are prone 
to make changes in the investment port- 
folio without consulting or promptly advis- 
ing the agent. 

We believe, however, that this service can 
be operated on a satisfactory and profitable 
basis for institutional customers. To small 
schools and colleges, savings banks, loan as- 
sociations, investment trusts, and similar 
organizations which often lack the facilities 


TRUSTS and ESTATES—June 1945 


for adequate investment analysis or find 
that the cost of the necessary services to 
keep abreast of current market conditions 
and developments is prohibitive, this type 
of agency has a definite appeal. From our 
experience, we anticipate that more and 
more of them will be seeking a service of 
this type through banks with competent in- 
vestment analysis and research facilities. 


If banks undertaking to render this type 
of service limit accounts of those of re- 
sponsible institutions, they will avoid many 
of the difficulties which have beset those 
handling such accounts in the past. It is 
perhaps questionable whether or not banks 
located in certain states can give investment 
advice and remain within their charter pow- 
ers. It now seems to be well established in 
Massachusetts and New York that banks 
can properly handle such accounts and many 
of the larger banks and trust institutions 
are accepting business of this type. 


Why Not A Living Trust? 


HAT advantage does the management 

agency account offer the customer? 
Accounts of this nature are becoming popu- 
lar for several reasons. Most important, 
the man with capital has come to realize the 
need for competent investment advice. He 
has learned the lessons of the late twenties 
and the thirties, and he appreciates the dif- 
ficulties which are today inherent in man- 
aging an investment portfolio, and endeav- 
oring to secure a reasonable return. The 
depression and the war have seriously af- 
fected. economic conditions, and will, no 
doubt, continue to do so for some time to 
come. He knows today that he must not 
only be informed as to what to buy, but 
when to buy, and when to sell. He knows 
that to manage his investments properly 
means constantly reviewing and analyzing 
them. 


Some will say that such a man is a good 
prospect for a living trust, but we are often 
faced with the unwillingness of the cus- 
tomer to divest himself of title to his securi- 
ties and with his disinclination immediately 
to work out a well-planned program for the 
future disposal of his estate. He feels that 
so many changes have taken place—and we 
are living in an era of continual and sur- 
prising change—that it is not now desirable 
to work out the details of a trust agreement. 
He dislikes the atmosphere of finality which 
surrounds the establishment of a trust. The 
management agency account is just what he 
is looking for at the moment. 
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Another advantage attractive to the cus- 
tomer is the relatively low cost. In the 
trust institution he has at his disposal the 
services of a Trust Committee or of a Board 
of Directors or Trustees composed of men 
experienced in various lines of endeavor 
and, in addition to this, he is offered the ser- 
vices of specialists in investment research 
and analysis. Here, too, he can obtain a 
service that is adapted to his individual re- 
quirements or those of his family through 
an agreement which can be specifically fitted 
to these requirements. The bank usually 
offers him the resources of an institution at 
a cost less than the fees charged by the in- 
dividual investment counsel. 

Because of advantages which it has over 
other forms of services, the management 
agency account should occupy a prominent 
place in the fiduciary program. It is much 
easier to sell; so much so that, today, it is 
virtually selling itself. It has a much broad- 
er field from which to draw customers, since 
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it is a service that may be offered to corpo- 
rations such as insurance companies, charit- 
able and _ semi-charitable organizations, 
lodges, hospitals, churches, schools, and col- 
leges, as well as to individuals and trustees. 
The trust department can draw upon the 
bank’s depositors and commercial customers 
for prospects. The management agency ac- 
count is a source of other new trust busi- 
ness. It gives the customer an opportunity 
to become acquainted with the trust depart- 
ment and its policies. He has an excellent 
opportunity to observe how his account is 
handled, and often, as a result of this ex- 
perience, he will determine to name the bank 
as executor of his will, or to convert the ac- 
count to a living trust. 

In soliciting new business, we should not 
over-emphasize the living trust. Some banks 
have perhaps been too prone to sell a pros- 
pect on the idea of a living trust when his 
estate is not of an adequate size to warrant 
it, or when it is perhaps not the most desir- 


a 





NORTH DAKOTA 
MINNESOTA 
MISSOURI 


SOUTH DAKOTA 
KANSAS « IOWA 
< ip) 


A 


NEBRASKA 
am 


PROVIDING INVESTMENT CAPITAL 


"The West North (entral States 


N= long since the stamping 
ground of the Indian and the 


buffalo, the West North Central 
States now occupy a pre-eminent po- 
sition as the granary of the nation, 
and have become increasingly impor- 
tant in its industrial development. 

Settled by virile peoples from the 
Old World—with limited resources 
but great courage—farms were 
wrested from the prairies, towns and 
cities were built. Funds for required 
public improvements, and for much 
of the industrial progress of the 
West North Central States came, of 


necessity, from older sections. In 
this transfer of funds, the facilities 
of investment organizations such 
as our own have been an important 
factor, bringing together deserving 
borrower and conservative lender. 


Over the years, Halsey, Stuart & Co. Ince. 
has made a substantial contribution to the 
progress of the West North Central States. 
It has participated, as an original under- 
writer in over 400 separate bond issues 
totaling over $1 billion, of selected munici- 
palities and corporations located in that 
Section. 
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able arrangement from the customer’s point 
of view in the circumstances, or it is not 
just what he wants, and, as a result, it is 
difficult to satisfy him once it has been es- 
tablished. Many times—particularly in 
smaller estates—a management agency ac- 
count, coupled with a will naming the bank 
as executor, is the ideal arrangement. 


Operating Questions 


HE management agency account is 

much easier and more economical to set 
up and to operate than the usual trust. Or- 
dinarily it is not necessary to draft a 
lengthy agreement which will require con- 
siderable thought and planning, as in the 
case of a trust. .Inasmuch as title to the 
securities ordinarily remains in the name 
of the customer, this avoids considerable 
work in effecting transfers at the time of the 
acceptance of the account. Although the ex- 
pense of investment research and analysis 
is approximately the same as that in a trust, 
the administrative costs are materially less, 
and there is no need for preparation and fil- 
ing of probate accounts, nor is there quite 
the same responsibility to account as in the 
case of a trust. Ordinary routine transac- 
tions are usually more readily handled; de- 
liveries of registered securities can be com- 
pleted without supporting papers to effect 
transfers. 

We have made a concerted effort to deter- 
mine operating costs in our trust depart- 
ment, by unit cost analysis upon a basis 
similar to that recommended by the Trust 
Division of the American Bankers Associa- 
tion. As a result of our studies, we have 
found that the costs of providing investment 
research and analysis services for the man- 
agement agency account and a trust were 
approximately the same. However, our oper- 
ating costs and administrative costs are ma- 
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terially less, and we are convinced that this 
type of account can be made to produce a 
satisfactory return to the bank and yet be 
offered to the customer at a cost satisfac- 
tory to him. 

We used to make the same charges for 
management agency accounts as we did for 
trusts, except that there were no distribu- 
tion fees. At that time, our compensation 
for ordinary services as trustee was based 
upon income. As a result of our cost stud- 
ies, we have made an upward revision of 
charges for services as trustee and they are 
now based upon principal as well as income. 
Careful study of our experience with the 
average agency account indicated that in al- 
most every instance it was being operated 
on a reasonably profitable basis, and we have 
not found it necessary to change this basis. 
We have, however, increased the minimum 
charge in order to provide a fair return on 
smaller accounts. 


Cautions in Undertaking 


T the present time, most banks which of- 
fer fiduciary services undertake agency 
account work. Just as no bank should go 
into the trust business unless it is properly 
equipped to give the standard of high ser- 
vice and integrity which this fiduciary rela- 
tionship requires, it should not go into the 
agency business, and particularly the 
agency account with investment service, un- 
less it is equipped to do it well. The fact 
that it means an early and attractive in- 
crease in revenue, and that it has a ready 
market ,should not be the only considera- 
tions. Although there may not be the same 
legal responsibility with management agen- 
cy accounts as there is with trusts or es- 
tates, nevertheless there is a responsibility 
which must be sacredly regarded and kept, 
lest the result of poor management of this 
type of business cast a cloud over the entire 
trust business. 

It is therefore, essential that, before un- 
dertaking management agency accounts, we 
be sure the field is sufficiently large to pro- 
duce business which will warrant the em- 
ployment of experts who can do it well. 
Properly handled, accounts of this nature 
are an excellent medium for demonstrating 
to financially responsible persons in the com- 
munity a bank’s ability and effectiveness as 
a manager of property, and will undoubtedly 
produce other desirable fiduciary business. 
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An American Bank in Belgium 


Following the Treasury Department’s recent announcement 
of the removal of many restrictions on private trade with 
Belgium, the way has been opened for the making of pay- 
ments through this Bank’s Office in Brussels. This Office, 
opened in 1919, affords complete banking facilities for inter- 
national trade. 


Our Foreign Department, through our New York organ- 
ization, our offices in London, Paris, and Brussels, and our 
correspondents in all parts of the world, is exceptionally 
equipped to serve domestic banks and their clients. 
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NEW SCHOOL OF BANKING AT WISCONSIN UNIVERSITY 


RGANIZED and conducted in coopera- 

tion with the Wisconsin Bankers Asso- 
ciation, the School of Banking of the Uni- 
versity of Wisconsin will open its first ses- 
sion on the campus of the University on 
August 20, 1945, running for two weeks to 
September 1. The course will cover three 
resident sessions and in addition extension 
courses and problems will be required dur- 
ing each year, following the first two resi- 
dent sessions. 
During the year 
following the 
second session 
each student will 
also prepare a 
thesis. At the 
end of the third 
session, the Uni- 
versity will con- 
fer a diploma 
on the success- 
ful candi- 
dates. 

The purpose 
of the School, 
which will be 
under the direc- 
torship of Herbert V. Prochnow, assistant 
vice president of the First National Bank 
of Chicago, is “to provide bankers an oppor- 
tunity for advanced study and research in 
banking, economic and monetary problems.” 
During the first session the subjects given 
will be Contemporary Economic Problems, 
Commercial Bank Credit, Investments and 
Law. The schedule runs five days a week 
from 8:30 A.M. to 9 P.M. Saturday morn- 
ings will be devoted to a one-hour review of 
each of the courses. Mr. Prochnow advises 
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that trust work will be offered in the third 
year. Faculty members for the trust sub- 
jects have not yet been announced but they 
promise to be in line with the high caliber 
of instructors chosen for the initial session 
—such as Harold M. Groves, Arthur R. Up- 
gren and Carl M. Flora. 

Men with the following qualifications are 
eligible to make application: bank officers; 
bank employees who are college graduates 
(or graduates of the American Institute of 
Banking) and have had five years of bank- 
ing experience or its equivalent; bank em- 
ployees with ten years of banking expe- 
rience or its equivalent; (applicants in the 
second and third groups must present a 
statement from their bank’s president that 
they are discharging responsibilities equal 
to those performed by officers) ; representa- 
tives of state banking departments, the 
F.D.I.C., a Federal Reserve Bank, the 
R.F.C., the Comptroller of the Currency or 
similar organization, and bank directors 
with experience of a character to quality for 
admission. 

Total fees (exclusive of meals) for the 
first session are $115. Applications closed 
June 15. 


Largest Gain in Community Trusts 


The aggregate resources of community trusts 
in the United States and Canada rose to 
$67,041,684 at the end of 1944, compared with 
$57,135,194 at the close of 1943 according to 
a survey summary published last month by 
the New York Community Trust. The growth 
during the year was the largest ever regis- 
tered by these composite charitable trusts. 

The New York Community Trust with 
$15,871,557 and the Chicago Community Trust 
with $11,498,070 remain the largest among 
them. Next in order are: Cleveland Foundation, 
$8,624,214; Boston Permanent Charity Fund, 
$5,953,107; Winnipeg Foundation, $3,561,989. 

Disbursements by community foundations in 
1944 increased to $1,918,475 from $1,739,619 
in 1943. New funds totaled $8,206,702. 

The summary reflects data from 76 trusts 
administering more than 500 philanthropic 
funds. Of their resources, approximately three 
quarters are now held for charitable purposes 
while the remaining fourth is not yet in hand 
or is subject to other prior uses. Appearing 
for the first time in the current tabulation— 
the 20th annual review—are lately established 
community trusts in Columbus, O., Spartan- 
burg, N. C., and Champaign, Ill. The Salem 
(Ore.) Foundation and the Duluth Community 
Trust made their initial distributions in 1944. 





CORPORATE PROFITS—BELIEF vs. REALITY 


Survey of Public Opinion Polls on Profitability Shows 
Misconceptions Continue 


—— 


ECENT public opinion polls, re- 

vealing that the admirable war rec- 
ord of business has done little to correct 
the public’s misconceptions of industry’s 
financial operations and results, point 
up strikingly the continuing need for 
education of the average American on 
the vital role that profits play in the na- 
tional economy—and his own personal 
welfare. Not only have most of the old 
fallacies remained stubbornly alive 
through the war years, but new methods 
of using business as a whipping-boy 
have sprung up. 

One of the most startling disclosures 
made by the polls is that the greater part 
of the public, in spite of its belief that 
business is making tremendously high 
profits, state as an opinion of a fair re- 
turn a figure which is actually above 
what industry is earning, or has aver- 
aged over the years. Nor is distinction 
often made between income before taxes 
and after, or the amount which the own- 
ers receive. 


This is shown graphically by a study 
made for the Association of National Ad- 
vertisers by Opinion Research Corporation. 
The question was put—‘“On the average, 
about what per cent of profit would you say 
industry is making in wartime?” The an- 
swers showed that the median rate of profit 
manufacturers were presumed to be making 
was 30 per cent, and the majority of an- 
swers lay in the range between 11 and 40 
per cent. Those interviewed were then 
asked what per cent of profit they thought 
industry should make in wartime. The me- 
dian rate of profit considered fair was 10 
per cent. 


Paradox in Public Thinking 


HUS the public would seem to be willing 

to see industry earn almost 2 per cent 
more than the 8.2 per cent return for 1944 
shown by leading companies, in a compre- 
hensive study by the National City Bank of 
New York covering 2,665 corporations in all 
fields. This paradox in public thinking cer- 


tainly offers wide opportunity to combat 
false beliefs along this line. 

Answers to other questions in the same 
survey indicate “a widespread belief that 
industry has profiteered during the war” 
and that “manufacturers get the biggest 
score for making too much money out of the 
war,” but with labor “not far behind.”’ 

Similarly a poll among farmers by Cross- 
ley, Inc., reveals the average of guesses as 
to the profit being made by manufacturers 
at 37 per cent and average of opinions as to 
what a fair profit should be at 15 per cent. 
Of these farmers, 48.7 per cent say wartime 
manufacturers are making too much profit 
and 23.7 per cent say “a fair profit.” . 


Little Change in Opinion 


HAT there has been little change in 

such opinion during the course of the 
war is evident when the results of the 
A.N.A. poll, taken a few months ago, and 
the Crossley poll, conducted in late 1943, are 
compared. with findings by the National As- 
sociation of Manufacturers in 1942. The 
N.A.M. reported at that time the same ma- 
jority beliefs in profiteering by manufac- 
turers and found that the median rate of 
profit considered fair also was 10 per cent. 
Moreover, the report pointed out that the 
public was hazy on the question: “10 per 
cent of what?” When asked whether a com- 
pany which earned $23,000,000 last year 
was making too much, 48 per cent said “too 


NET PROFITS OF ALL ACTIVE 
CORPORATIONS IN THE U.S. 


‘7 


WHAT THE PEOPLE 
THINK THE CORPORATIONS 
ARE MAKING......... é 


WHAT THEY THINK IS 
A FAIR RETURN 


WHAT THE CORPORATIONS 
ACTUALLY AVERAGE....... 
(1928 — 1944) 





532 


much;” 48 per cent wanted more facts. The 
same group was given another question: 
“One company had sales of $380,000,000 
and made 6 per cent on its sales; was that 
an unreasonable profit?” Only 14 per cent 
thought it unreasonable, but it amounted to 
the same $23,000,000 and the same com- 
pany! “The quotation of a large lump sum 
as profit arouses an unfavorable reaction,” 
the N.A.M. pointed out. “But the same 
profit quoted as a percentage of gross in- 
come or investment is likely to be accepted 
as reasonable.” 

A public poll covering the food industry 
alone, conducted for the Grocery Manufac- 
turers of America by the Psychological 
Corp., showed the same general trend. Re- 
plies revealed that the food companies were 
thought to be making profits of about 20 per 
cent; and that a fair profit in the line was 
thought to be about 10 per cent. Actual 
1944 profit of food manufacturers was less 
than 3 per cent of sales and reflected a war- 
time drop from about 5 per cent in 1940. 


Employees Give Views 


SURVEY of employee opinion conduct- 
ed by Thompson Products, Inc., in its 
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Cleveland plants, remarked to the workers 
that “the division of corporate income has 
long been a storm center of controversy and 
no war-time fiction has had wider distribu- 
tion than the fable that stockholders are 
rolling up fabulous profits.” Employees 
were asked: If you were to consider invest- 
ing your savings in the stock of this com- 
pany, what rate of return would you rea- 
sonably expect on your money? “Replies,” 
the company stated, “show that a majority 
of employees would expect rates consider- 
ably higher than most industrial investors 
earn on their money today. Thirty-one per 
cent, for example, would expect 6 per cent, 
while some would require as much as 8 per 
cent and 10 per cent.” 

Quoting its annual report to show that of 
each dollar of company income distributed 
94.2 cents was paid to employees, 4.4 cents 
was reinvested in the business and 1.4 cents 
went to stockholders in dividends, the com- 
pany asked if this was thought to be a fair 
distribution? Eighty-eight per cent (and 
all replies were anonymous) said this divi- 
sion was fair. Of the 12 per cent who 
thought it was not, many qualified their an- 
swers with the comment that the division 
was unfair to the company and stockholders, 
that more money should be left in the busi- 
ness to provide for future needs. 

A cross section of American labor, inter- 
viewed in a Fortune survey, was asked the 
question: “If a company pays top wages to 
its workers and fair dividends to its stock- 
holders, what do you think should be done 
with profits left over which are not needed 
for reserve?” Of the total, 47.1 per cent 
favored distribution among workers; 10.7 
per cent thought stockholders should bene- 
fit, and 5.7 per cent said the funds should 
go to the government in taxes. Another 
26.5 per cent felt these profits should be di- 
vided in some way, but did not specify how. 


What is “Free Enterprise’? 


66 REE Enterprise,” a term which has 

FP been widely belabored in recent years, 
continues to account for its share of misun- 
derstandings. A Gallup poll early in the war 
brought out the fact that only about three 
out of every ten Americans have a clear idea 
of what free enterprise means, and devel- 
oped such definitions of the term as these: 
“It means ability of industry to exploit 
labor without government interference... 
Human effort in any field with the right to 
take advantage of labor or the public... 
Freedom to exploit other people who know 
less than you do.” 





NEW BUSINESS 


On the other sides of the fence were such 
answers as these: “Industry run by the peo- 
ple themselves and not by the government 
.. . Business run with a minimum of gov- 
ernment interference . . . Enterprise with- 
out government restriction.” But, it was 
pointed out, the preponderance of answers 
left little doubt “that if the proponents of 
‘free enterprise’ hope to enlist widespread 
public support under this banner they have 
first to do some work in educating the pub- 
lic on the meaning of the term itself.” 


More recently, a survey by the Psycholog- 
ical Corporation asked: “Who do you think 
can do the best job in straightening things 
out after the war—The Government, busi- 
ness leaders, labor union leaders, or oth- 
ers?” Government led with 46 per cent; 
business had 21 per cent, and labor 8 per 
cent. A year ago, the figures were: Gov- 
ernment, 41 per cent; business, 23 per cent, 
and labor, 6 per cent. 


“Reliance on the Government,” the survey 
commented, “is at a high point, and reliance 
on business leaders is at the lowest point 
reached in this series now covering four 
years.” 


Let’s Look at Facts 


& illustration of the type of distortion of 
profit figures that must be combatted 
by business was given in the editorial, “The 
Profit Delusion,” in the May issue of Trusts 


and Estates. The editorial cited articles and 
charts featured in labor publications in 
which figures on corporate profits before 
taxes were presented, creating the impres- 
sion that Big Business was making exorbi- 
tant profits. One chart indicated that “‘pro- 
fits” jumped from 9.8 per cent in the pre- 
war years 1936-1939 to 23.5 per cent in 1941 
and 26.7 per cent in 1944. Quite a different 
impression would be created, of course, if 
the chart gave the true picture by using 
profits after taxes. These, according to 
Treasury statistics covering all active corpo- 
rations in the United States were 4.7 per 
cent in 1936, 6.9 per cent in 1941 and 7.0 
per cent in 1944. Moreover, striking an 


NEXT MONTH: 


Report on public, stockholder and employ- 
ee polls on Annual Reports, including our 
own poll of Institutional Investors. 


533 


average from 1928 to 1944 and rightly cov- 
ering both profit years and loss years, pro- 
fits of these companies averaged only 3.95 
per cent. 


Annual Rate of Return on Net Worth of 
All Active Corporations and of 


Leading Corporations 
tn 
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Average rates for leading corporations, from National 
City Bank annual tabulations of published shareholder’s 
reports. 


Rates for all active corporations in the United States, as compiled 
by the Treasury Department, Bureau of Internal Revenue, from tax 
returns and given in the annual Statistics of Income. 
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From “Investment Trends,”’ May 31st, issued by Old 
Colony Trust Co. of Bcstsn. 


In Place of Misunderstanding ... 


HE conclusion is inescapable that in- 

dustry, despite the progress it has made, 
has still before it the greatest part of the 
task of putting into the public mind the true 
picture of its place in the nationai life. To 
quote again from the A.N.A. report: 

“We must determine what our publics 
know and don’t know; on what they are mis- 
informed; why they think and feel the way 
they do; what media can best reach them; 
who are their leaders; what words, symbols 
and causes appeal to them or antagonize 
them. Where is the area of agreement be- 
tween their views and our own? How can 
we best get on common ground? 

“However, having informed ourselves, we 
must then inform others. We need to cor- 
rect false impressions, to provide under- 
standing in place of misunderstanding, to 
benefit of all groups — producers, distribu- 
tors, consumers and others. Once having 
learned people’s thoughts and aspirations, 
the task of maintaining sound public rela- 
tions becomes largely one of intelligently in- 
forming them.” 
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BUSINESS OR POLITICAL LEADERSHIP 


Businessmen Must Forget Their Passion for Privacy 


RALPH B. COONEY 
Copy Chief, Kelly, Nason, Inc. 


From article in Printers’ Ink, March 16, 1945 


F we are to sell the American system of 

business enterprise to the American peo- 
ple, and keep it sold, we must sell it, not only 
in terms of products and organizations, but 
in terms of the men who guide its destinies. 
America’s businessmen must show a new 
willingness to undertake the duties of hu- 
man leadership. 


Traditionally, business has taken the at- 
titude that it should be judged only by the 
products or services it offers the consuming 
public. The only challenge faced by any 
businessman was that thrown by another 
businessman—the challenge of competition. 
This challenge involved no attack on the 
system under which both men acted. 


It is not the fault of the press that the at- 
tacks on business through the past ten years 
have been reported and discussed at such 
great length. The people were speaking. 
In most cases, they were the voices of men 
seeking or holding positions of political re- 
sponsibility. Business damned them as 
demagogues, forgetting that, in a demo- 
cracy, the people speak by rallying around 
the standard of the leader who (by his pro- 
mises or his achievements) crystallizes their 
nebulous but demanding will into programs 
and policies. 

Today, business has more or less accepted 
the fact that it has lost the sacred rights of 
privacy it enjoyed a generation or so ago. 
But the men of business have not learned 
how to make the best of their new fish-bowl 
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existence. They explore new public rela- 
tions techniques with eager interest, while 
they strive with equal fervor to avoid facing 
the one big issue. Are the men who have 
risen to power through the anonymous chan- 
nels of business as much concerned with the 
public good as the men who have climbed to 
influence on the brightly lit ladder of poli- 
tical activity? 

It is a question of human leadership. 
Business must forget its cherished anonym- 
ity and privacy. It must, with candor and 
sincerity, present its case in living terms. 

The men who by virtue of their political 
office speak for the people gain their position 
by exposing their views, their personalities 
and a considerable portion of their private 
lives to the spotlight of public attention. 


The corporation or the trade association, 
as such, cannot be blamed for creating an- 
onymity. The trouble is that too many 
business men *** failed to realize that un- 
der attack from a forceful and astute politi- 
cal leadership, their smug Maginot Line 
could be disastrously outflanked. When that 
attack did come, and they emerged to plead 
for support, few knew who they were, what 
they stood for or why they merited support. 


When the public must choose between the 
human being and the anonymous organiza- 
tion, it turns to that creature of flesh and 
blood which is like itself. 


Something more than an occasional plati- 
tudinous speech before a manufacturer’s as- 
sociation or Chamber of Commerce is neces- 
sary. The man who makes it his business 
to sell America on business will start by tak- 
ing full public responsibility for the activi- 
ties of his own company. 

And he will keep it up, for it takes time 
to impress this huge, slow-moving, but even- 
tually relentless force we call public opinion. 
He will not wait for the particular attack on 
his special interests. 

When enough men do this, business will 
get the reception and attention in the press 
it feels it should have. Unless they do so, 
the attacks on business may build to a 
point where even those last few “sacred 
rights” business now clings to will be shred- 
ded and torn beyond recognition. 
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SOLICITATION AND COMPENSATION 


Policies and Experience in 
Advisory and Managed Agencies 


‘ A Trusts and Estates Survey 


HE great majority of thirty-five repre- 

sentative trust institutions recently sur- 
veyed by Trusts and Estates actively solicit 
inyestment advisory accounts in which the 
customer retains the final ‘ecision as to pur- 
chases and sales. Of the wenty-seven who 
do so, however, only seven actively solicit 
accounts with full management responsibil- 
ity. One other institution solicits the latter 
type of account but not the former. Of the 
remaining seven—which solicit neither type 
of account—four will accept them. 

The institutions surveyed are located in 
all sections of the country and range from 
moderate to medium to large in size of trust 
departments. 

Among the advantages cited for advisory 
accounts over revocable living trusts, “less 
(legal) responsibility” and “less sales resis- 
tance”’ were most frequently mentioned by 
the institutions replying to our question- 
naire. Other factors listed include: flexibil- 
ity, freer investment policy, lower operating 
cost, a reservoir of other fiduciary business. 

The main objection to advisory accounts 
compared with trusts—is the fact that they 
do not carry on after the death (or incom- 
petency) of the customer. This is particul- 
arly unfortunate in trustee-controlled ac- 
counts due to the uncertainty of knowing 
whether or not the agency has terminated 
for either of those reasons. Subsequent con- 
version of such accounts to a trust basis is 
of course, the logical answer and a frequent 
result of this “companionate” service. 





Next Month - - - in Trusts and Estates 
INVESTMENT MANAGEMENT 
PRACTICES 


Of Medium Size 
Trust Departments 


The results of another current survey will 
be published in the July issue. 


Additional disadvantages cited are cum- 
bersome correspondence and possible conflict 
with conservative policy (customers might 
expect speculation for appreciation). This 
can be mitigated by careful acceptance poli- 
cies. A number of trust officers are sug- 
gesting to prospects that since their man- 
agement requires conservative investment 
policies, the prospect should consider keep- 
ing out that part of his portfolio with which 
he wishes to take any speculative risk. 

A number of respondents appropriately 
stated that the choice between the advisory 
account and a trust depends upon the cus- 
tomer’s objective. 

A few banks reported on the number and 
dollar amount of advisory and trust ac- 
counts added in a stated period. Several of 
the comparisons are interesting: 


Advisory Living Trust 


No. of 

Accounts Amount 
(10) $1,063,000 
(8) $1,254,000 
(5) $ 241,000 
(44) $3,143,000 


No. of 
Accounts 
Bank A (28) $ 951,000 
Bank B- (4) $ 220,000 
Bank C (338) $ 1,130,000 
Bank D (55) $11,214,000 


Amount 


Service Fees 


HERE is a wide variety of methods of 
compensation, with principal-basis pre- 
dominating in a ratio of about two to one. 
Three of the replying institutions base their 
fees on both income and principal, while an- 
other applies its rates to income and princi- 
pal and takes the higher of the two resulting 
figures. Almost all have a minimum annual 
fee, ranging from $25 to $1,125, the latter 
being the compensation for handling a fund 
of $150,000 which that institution has es- 
tablished as the smallest account which it 
can satisfactorily handle. One bank, in ad- 
dition to its minimum fee, makes an activity 
charge of $2.50 for each transaction (pur- 
chase and sale) in excess of a designated 
number, depending upon the size of the ac- 
count. 
The following table shows the percen- 
tages adopted by the institutions using prin- 
cipal value as the basis of computation: 





Second 


First Bracket Bracket 


All 
All 
50M 
100M 
*100M 
All 
500M 
All 
All 
150M 
100M 
500M 
100M 
*All 
20M 
100 M 
All 


*Two banks have these schedules. 

. Lower rate in higher. brackets. 

- 1/10 more on stocks. 

. Plus custodian fees. 

. This bank has a third bracket of 500M at 4%. 
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Minimum 
$100? 


% on Excess 


50 
250 


100 


1125 

250 
300 
400 

500 


200 


5. This bank has a third bracket of 400M at 4%. 

5. Special fees on over 1,000M. 

. Or 5% of income, whichever is higher. 

. Plus $2.50 charge for each transaction in excess of 
stated number depending on size of account. 











The most popular percentage among the 
institutions using income as a base is 5%, 
six being in that category. (One of these 
makes an additional charge of 1/5% on prin- 
cipal, while another makes a 44% charge.) 
Two banks charge 6% of income. Two 


trust companies have a sliding scale of per- 
centages on income: one starts at 5% on the 
first $10,000, with an additional fee of 
3/10% on principal (also grading downward 
in higher brackets) ; the other charges 4% 
on the first $20,000 and 3% on remainder. 





SVSCCCSSSSSSSSSSCSCSSSSSCSeSSTSTTTsesssseseseseses 


SECSSIOSIGCSCSSCISSSSSOSCIGSGSISGSS 


Corporate Trustee 


When you desire a Boston institution 
to serve as corporate trustee, transfer 
agent or registrar, the Shawmut Bank 
is particularly well-qualified to serve 
you. We invite your inquiry. 


TRUST DEPARTMENT 


The National 
Shawmut Bank 


40 Water Street, Boston 
Member Federal Deposit Insurance Corporation 


SSSCGCSSSICSSSCSCSSSSESIESSSOSSESSSCSSOSSOOISS 


PoP PoP oto h oho LoLoLoboLo koh oko bokeh oto Loh oL oho Loko) 





“Specials” and “Secondaries” 
in 1944 


Daring 1944 hundreds of dealers and brokers through- 
out the country successfully distributed many large 
blocks of securities for which Smith, Barney & Co. 
acted as managers or co-managers. Among these issues 
are the following: 


Number Class of 
of Shares Company Stock 


5,900 * J American Bank Note Company Common 
7,900 * J American Can Company Common 
100,000 + J American Gas & Electric Company Common 
28,780 + The Babcock & Wilcox Company Capital 
2,000 * Carpenter Steel Company Common 
5,000 * Curtis Publishing Company Prior Pfd. 
20,000 + J E. I. duPont de Nemours & Company Common 
22,000 + Electric Storage Battery Company Common 
24,000 * J General Electric Company Common 
4,626 ¥ Hercules Powder Company Common 
5,000 * Houston Lighting & Power Company Common 
38,082 * — & Laughlin Steel Corp. Common 
50,000 + iggett & Myers Tobacco Company Common B 
1,987 + The Midvale Company Capital 
14,500 * J National Biscuit Company Common 
20,000 * Parke, Davis & Company Common 
60,000 * Phelps Dodge Corporation Common 
14,100 * J Philadelphia Electric Company Common 
25,400 * Philco Corporation Common 
24,168 + Pittsburgh & Lake Erie R.R. Co. Capital 
3,000 + Quaker Oats Company Common 
9,684 * Swift International Company Common 
6,000 + Walgreen Company Common 
20,000 * Youngstown Sheet & Tube Company Common 
16,000 * Youngstown Sheet & Tube Company Common 





* Special Offering + Secondary Distribution J Joint Manager 


An owner of securities, an individual or corporate 
executor, or the manager of funds of others, may now 
or in the future be confronted with the problem of 
disposing of a block of securities. One of our partners 
will be glad to discuss with them the special facilities 
which we stand ready to provide in these important 
transactions. 


SMITH, BARNEY & CO. 


Members New York Stock Exchange 


14 WALL STREET, NEW YORK 5 
522 FIFTH AVENUE, NEW YORK 17 


PHILADELPHIA CHICAGO 
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20 COMMON STOCKS MOST WIDELY HELD BY INVESTMENT 
COMPANIES ON MARCH 31, 1945 
% of Out- 


No. of Funds No. of Market Value standing No. Shares Held 
Holding Shares Held of Shares Held Stock Held Sept. 30, 1944 


23 North American Co... 11,292,200 $27,620,775 15.1 1,328,600 
Standard Oil (N. J.) — 209,200 12,133,600 , 208,100 
Montgomery Ward ____ 291,200 15,688,400 ’ 271,400 
General Motors _.. - 190,100 12,142,638 3 189,800 
Deere & Company 203,100 8,047,838 ‘ 222,600 
Socony-Vacuum Oil _____. 548,300 8,498,650 : 566,700 
Inter. Nickel _......____. 211,700 6,774,400 ; * 
Kennecott Copper 175,200 6,526,200 . 191,500 
Chrysler Corp. --.----- 143,000 13,906,750 ‘ 142,700 
2 ee eee 64,100 10,159,850 } 58,200 
Sears, Roebuck se 126,800 12,997,000 ; 128,200 
— «, 185,400 10,011,600 ; 188,800 
Amer. Gas & Electric _. 284,550 9,212,306 ‘ 286,350 
Union Carbide & Carbon 99,100 8,262,463 , 97,600 
General Electric 175,900 7,079,975 y 180,200 
Paramount Pictures _ 203,100 5,813,738 ; * 
Pacific Gas & Elec. 69,198 2,465,179 , ° 
Texas Company __. 181,600 9,352,400 : 186,800 
United States Rubber __. 121,300 6,610,850 ‘ 117,100 
Westinghouse Elec. 52,400 6,523,800 ss 





*Not included among “‘first 20’’ as of the date given.—From ‘“‘Exchange,’’ May 1945. 





, A li Massachusetts 


Investors 


a 
Sun d. ‘Trust 


Write for prospectus relating to the shares 
of either of these investment funds, each 
of which is managed independently of the 
other by a different management group. 


VANCE, SANDERS & COMPANY 
111 DEVONSHIRE STREET 
BOSTON 


NEW YORK CHICAGO LOS ANGELES 
61 Broadway 120 South LaSalle Street 210 West Seventh Street 
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RUSSIA’S PRIVATE INCOMES 


Rewards for Initiative, Social Benefits and Personal Property 


in the Soviet 


M. S. Lipetsker 


Of the Scientific Staff of the Institute of Law of the 
Academy of Sciences of the U.S.S.R., Moscow 


It is of the greatest import- 
ance to world security and to the 
intelligent direction of economic 
progress that the people of two 
such nations as the United States 
and Russia understand each other. 
To replace our prevalent misinfor- 
nation or lack of knowledge of the 
basic Soviet economy today, with 
facts about the rights of their 
citizens to acquisition and use of 
private property, we asked a num- 
ber of specific questions. The fol- 
lowing article is the interesting 
and timely reply from a leading 
authority. The Academy of Sciences 
will celebrate its 220th anniversary , 
this month and the Soviet government has invited a distinguished group. 
of American scientists to the ceremonies in Moscow. 

We believe this report will be most constructive in showing many 
similar fundamentals and objectives, particularly in the incentives and 
rewards for special skills and results of labor and of management, 
and the encouragement of private savings and home ownership. The 
extensive program of social benefits and insurances is geared to con- 
ditions of social usefulness or hardship, rather than to indiscriminate 
equality. The progress of socialist policies described herein will disillusion 
those who think to receive without giving of their best efforts; it will 
show that there is solid common ground for our two economic systems 


A department in a Moscow branch Savings Bank 


to develop in the times of peace.—Editor’s Note. 


RTICLE 12 of the Soviet Constitution 
states that “work is a duty and matter 
of honor for every able-bodied citizen.”” The 
overwhelming majority of the able-bodied 
citizens of the U.S.S.R. are employed in pub- 
lic enterprises (in state-owned factories, of- 
fices or businesses, in collective farms, in 
cooperative producing societies, etc.) 
However, the law does not make it incum- 
bent on all citizens to work exclusively in 
public enterprises. They may run their own 
enterprises, e.g., as individual farmers, ar- 
tisans or handicraftsmen. But it is essen- 
tial that such enterprises should be produc- 
tive and socially-useful. Profiteering enter- 
prises such as buying for resale, usury, etc., 
are strictly forbidden. So are private busi- 
nesses involving the exploitation of the labor 
of others; they may be run only by the labor 
of the owner or of members of his family. 
The conditions of employment and remun- 
eration in state-owned enterprises and of- 


fices are governed by labor contracts. Work 
performed is remunerated in the form of 
wages (or salaries). 


Extra Pay for Superior Work 


AGES and salaries are determined by 

the skill and qualifications of the em- 
ployee; the more skilled a trade or profes- 
sion is, i.e., the more time and effort has to 
be expended on its acquisition, the more 
highly it is remunerated. ‘ 

In many cases the experience of the work- 
er, or, rather the length of time he has spent 
at his trade or profession, is taken into con- 
sideration in the fixing of his remuneration. 
Progressive increases have been established 
for length of service in the case of teachers, 
doctors, railway employees and other cate- 
gories of workers. In some professions these 
increases may amount to 40-50 per cent of 
basic wages or salaries. 

Wages are also differentiated in accord- 
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ance with intensity of work. In the case of 
productive workers, for instance, the piece- 
rate system prevails, i.e. payment in ac- 
cordance with output. The remuneration of 
distributive workers (employees in shops, 
restaurants, etc.) varies with proceeds. 
Wherever possible, quality as well as quan- 
tity of work is taken into account. For ex- 
ample, locomotive crews and motor truck 
drivers receive special additions to wages 
for economy of fuel or for length of aggre- 
gate runs without the necessity for repairs 
above a fixed standard. 


The Bonus System 


URTHERMORE, there is a widespread 
system of bonuses. Bonuses are paid 
for systematic over-fulfilment of the estab- 
lished norms of output, for valuable initia- 
tive displayed, for suggestions resulting in 
greater efficiency of production, etc. 
The lists of employees to be rewarded and 
the amount of the bonuses are decided upon 


‘*:« jointly by the management of the enterprise 


and the trade union committee. There are 
no fixed scales of bonuses; they usually 
range from 200 to 3000* rubles according 
to merit. The bonuses may sometimes take 
the form of prizes—automobiles, radio sets, 
watches, gramophones, etc. The system of 
bonuses and special awards is very wide- 


spread, and in enterprises which are show- 
ing good results as many as 30 per cent of 
the employees receive bonuses annually. 
Another factor which is taken into con- 
sideration in the fixing of basic wages is lo- 


cality. In regions where for one reason or 
another the cost of living is high or where 
climatic conditions are arduous wages are 
higher than in other regions. The nature 
of the industry may also affect wages. High- 
er wages are paid in the mining, metallur- 
gical and other nationally important indus- 
tries, and, in war time, in the munitions in- 
dustries, as well as in dangerous trades and 
underground jobs. 

For equal work, women invariably receive 
the same remuneration as men. 


Collective Farmers 


ORKERS in cooperative enterprises 
(collective farms, productive coopera- 

tive societies and the like) are paid not in 
accordance with a labor contract, but as 
members (shareholders) of the cooperative 
body. Members of a collective farm, for ex- 
ample, do not receive wages. They share in 
*Remittances to Russia are now being made on the 


basis of exchange of approximately 5% rubles per 
U. S. dollar, or 19 cents a ruble. 
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the income of the farm. This income is di- 
vided among the members of the collective 
farm in proportion to the amount and qual- 
ity of the labor they put into the general 
work of the farm. 

The standard of calculation of labor on a 
collective farm is the work-day unit, which 
is the estimated labor required per day on 
the performance of work of average difficul- 
ty and complexity (e.g., ploughing one and 
a half hectares of land with a double-share 
horse plough). Easier work and work re- 
quiring less skill is estimated lower (but at 
not less than one half a work-day unit for 
a full day’s work). Difficult work, or work 
requiring special knowledge or skill is as- 
sessed higher. The day’s work of a tractor 
driver, for instance, is assessed at four or 
five work-day units. Urgent work, at har- 
vest time, say, is likewise assessed higher. 
If the established daily work norms are ex- 
ceeded a correspondingly larger number of 
work-day units are credited. Members of 
collective farms who secure unusually high 
yields on the fields or sections assigned to 
them are likewise credited with work-day 
units at a higher rate. 

The average collective farmer usually re- 
ceives credit of 200 to 600 work-day units 
per annum. More highly skilled or diligent 
workers (stakhanovites and shock workers) 
will, of course, make a much better showing. 
Since not one, but all the able-bodied mem- 
bers of a family usually engage in the work 
of the collective farm, the number of work- 
day units earned by the whole family in 
most cases runs into four figures. 


Division of Profits 


fer income of the collective farm is di- 
vided among its members in proportion 
to the work-day units credited to them for 
the year. Each unit is paid for both in 
money and in produce (grain, vegetables, 
meat, dairy products, honey, etc.) depending 
on the size of the farm’s proceeds. Before 
the war the average return on a work-day 
unit for the Soviet Union was 2-3 rubles in 
money plus 4-5 kilograms of grain and 2'%4- 
3 kilograms of potatoes, besides vegetables, 
dairy produce, meat, honey, etc. 

The system of remuneration in coopera- 
tive producing societies located in rural 
areas and connected with agriculture is the 
same as on collective farms. Members of 
urban cooperative producing societies are 
paid on a piece-rate basis, calculated on the 
same lines as wages in government-owned 
enterprises. In addition, part of the profits 
of the cooperative enterprise (usually not 
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less than 25 per cent) is divided up among 
its working members at the end of the year. 
Distribution is made in proportion to the 
total wages earned by each member in the 
course of the year. 

The system of bonuses in money or in the 
form of valuable gifts to distinguished 
workers is just as widely practiced on collec- 
tive farms and in cooperative enterprises as 
in state-owned industries and offices. 


Socialized Industry and Cultural Services 


F we were to judge the material condi- 

tions of workers by hand and brain, col- 
lective farmers and members of cooperative 
enterprises only by the remuneration they 
receive for their labor the picture would be 
incomplete. 

The state enterprises, which accounts for 
the overwhelming proportion of the eco- 
nomic activities of the U.S.S.R. are the prop- 
erty of Soviet society, or, as the Constitu- 
tion says “belong to the whole people.” Their 
income and revenues pass into the hands of 
the state and are used for the benefit of the 
people as a whole. 

A large part of their income goes back in- 
to the national economy for its further de- 
velopment (for the building of new mills, 
factories, railways, etc.) as well as to 
strengthen the national defenses. But a no 
smaller part is devoted to the improvement 
of the material and cultural conditions of 
the population. In the national budget of 
1938, for instance, assignments for cultural 
and social services totaled 14,000,000,000 
rubles. 

In the same way, part of the profits of 
the collective farms and cooperative produc- 
ing societies is employed for the develop- 
ment of these enterprises. The larger part, 
as we have already said, is divided up among 
the members, but a certain part is invariably 
assigned for social and cultural services for 
the benefit of the members of each enter- 
prise as a whole. 


Education and Health 


FEW of the social benefits enjoyed by 

the citizens of the U.S.S.R. may be 
enumerated. Elementary education, as well 
as vocational education is free. Pupils of 
trade and factory apprenticeship schools, in 
addition, are fed, clothed and if necessary, 
lodged at the expense of the state. The 
overwhelming majority of the students of 
the higher educational establishments and 
technical schools receive government sti- 
pends, which range from 150 to 500 rubles 
per month, depending on the nature of the 


The Moscow Automobile Plant named after 
Stalin. Photo shows the main conveyor. 


establishment and the capabilities of the 
student. 

The use of libraries, clubs, sports 
grounds, etc. with rare exceptions, is free. 
Free concerts, plays, cinema performances, 
lectures are regularly given in factories, of- 
fices, educational establishments, etc. In 
the rural districts cinema shows are as a 
general rule free. 

Residence and board at health resorts, 
sanatoria and rest-homes, which belong to 
the state, the trade unions, or public organ- 
izations ,are paid for at considerably less 
than cost. Medical service, including hos- 
pitalization and doctor’s visits, are free. 
The cost of medicines and drugs is nominal. 

The list of services enjoyed gratis by 
Soviet citizens and supported by the state, 
the cooperative societies and public bodies 
is a long and highly varied one. We have 
mentioned only a few. 


Support for Aged and Incapacitated 
RTICLE 120 of the Constitution of the 


U.S.S.R. reads: “Citizens of the 
U.S.S.R. have the right to maintenance in 
old age and also in case of sickness or loss of 
capacity to work.” This includes tree medi- 
cal attention and allowances and pensions 
payable by the state, or in the case of a 
worker in a cooperative enterprise, by his 
cooperative society. 
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The social insurance funds are made up 
of the contributions of the employing or- 
ganizations. The magnitude of this service 
may be gathered from the fact that in the 
four years 1933-6 nearly 26,000,000,000 
rubles were paid out of the social insurance 
fund. Assistance under the social insur- 
ance provisions takes various forms. 


Employed persons who fall sick or other- 
wise temporarily lose their capacity to work 
receive temporary disability allowances. 
These allowances are paid monthly as long 
as the subject is unable to work and range 
in amount from 50 to 100 per cent of his 
previous earnings, depending upon the na- 
ture of his branch of industry, the charac- 
ter of his work, his length of service and 
other factors. Similar allowances are made 
to women for 35 days before and 42 days 
after childbirth, as well as to parents who 
have to stay away from work to look after 
sick children. 


If disease becomes chronic and disables a 
person from work indefinitely, he is award- 
ed an invalid pension from the social insur- 
ance fund, which also awards old-age pen- 
sions to superannuated workers. To be en- 
titled to either of these pensions the person 
concerned must have had a definite length of 
service as an employed person, ranging from 
two to twenty years, depending on the na- 
ture of trade or profession, and on age. The 
size of the pensions vary between 33 and 
100 per cent of former earnings, the deter- 
mining factors being degree of loss of work- 
ing capacity, cause of disablement and na- 
ture of last employment. 


Pensions and Family Assistance 


N the event of the death of an employed 

person pensions are paid out of the social 
insurance fund to his or her dependents. In 
the case of minor dependents, the pensions 
are paid until they reach the age of sixteen, 
and in the case of adult but non-able bodied 
dependents, for life or until such time as 
they recover capacity to earn their living. 

A non-abled-bodied pensioner (whether 
himself an insured person or a dependent) 
may be admitted into a home if he so desires 
and be maintained at the expense of the 
state. The pension is suspended as long as 
he remains at the home. 


The insurance fund makes a grant of 120 
rubles per child to mothers (whether in- 
sured themselves or wives of insured per- 
sons) of new born-children for the acquisi- 
tion of layettes, as well as a nursing allow- 
ance. It also makes burial grants for in- 
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sured persons and members of their fami- 
lies. 

It should be mentioned that there is no 
stigma of “charity” attached to these allow- 
ances. They belong to every insured per- 
son by right and form part of the social 
maintenance established by law. 


No Unemployment Allowances 


O provision is made for unemployment 

allowances under the Soviet social in- 
surance scheme, as unemployment is un- 
known in the Soviet Union. 

Members of cooperative producing enter- 
prises are entitled to the same allowances, 
grants and pensions, and roughly in the 
same amounts, as employees of state-owned 
enterprises. These payments, however, are 
not made out of the social insurance fund, 
but out of the mutual benefit fund of the co- 
operative system. The maintenance of su- 
perannuated and disabled collective farmers 
is a charge on the collective farms. 

Pensions, allowances and grants are made 
not only out of the social insurance fund, 
but also directly out of the government bud- 
get. These include pensions to persons who 
have rendered outstanding services to the 
state and, in the event of their death, to 
their dependents, also pensions to scientists 
with a record of over twenty-five years of 
scientific work, to superannuated officers of 
the armed forces, to disabled soldiers, to de- 
pendents of deceased members of the armed 
forces, etc. 


Special Grants for Children 


ENTION should be made of the allow- 

ances made out of the government 
budget for the upbringing of children. By 
the law of July 8, 1944, unmarried mothers 
receive an allowance of 100 rubles per month 
for one child, 150 rubles for two children 
and 200 rubles for three or more children, 
payable until the children reach the age of 
twelve. The unmarried mother may, if she 
so prefers, place her children in a home to 
be brought up at the expense of the state. 
In such cases payment of allowances to the 
mother is terminated. She may at any 
time, however, withdraw her children from 
the home and resume receipt of the allow- 
ance. 

The state also pays grants to mothers of 
large families. A single sum of 400 rubles 
is paid on the birth of the third child, of 
1300 rubles on the birth of the fourth child, 
of 1700 rubles on the birth of the fifth child, 
etc. Mothers with ten children receive a 
grant of 5000 rubles on the birth of every 
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succeeding child. Furthermore, mothers of 
large families are paid an allowance for 
each child from the age of one to five, rang- 
ing from 80 rubles to 300 rubles per month, 
depending on the number of children in the 
family. These allowances are paid to all 
mothers irrespective of means. 


Savings and Investments 


OST Soviet citizens receive additional 

incomes, although they are relatively 
small, from interest on savings bank depos- 
its and on securities (chiefly government 
loans). Houseowners may also derive in- 
come from rent. But whatever these earn- 
ings may be they must not bear a profiteer- 
ing character or result from the exploitation 
of the labor of others. 

Rural dwellers have another source of in- 
come in their household plots. By law, every 
rural family has the right to a free plot of 
land (all land, be it noted, is state property) 
ranging from one-quarter to one-half hec- 
tare (in some areas it may be increased up 
to one hectare), to be cultivated in spare 
time, that is, not at the expense of work in 
collective farm, factory or office. On this 
plot they may grow grain, vegetables, or 
fruit at their discretion. Collective farm 
families, as rural families generally, may 
also supplement their incomes by rearing 
livestock, poultry or fish, by keeping bees, 
by fishing, etc. 


Individuality With Socialism 


O sum up, the following points may be 
noted: 

1. The main item of income of the Soviet 
citizen is his remuneration for work in pub- 
lic enterprise (state, cooperative, collective- 
farm, etc.). 

2. The opportunity to earn a livelihood in 
this way is open to every Soviet citizen, in- 
asmuch as there is no unemployment in the 
U.S.S.R. and work is available for every- 
body. 

3. Earnings are determined by the skill 
and diligence of the worker. 

4. Besides earnings from work in public 
enterprise the Soviet citizen may derive in- 
come from independent enterprise and from 
his property, provided that these earnings 
are not of a profiteering character and pro- 
vided they are not derived from the exploi- 
tation of the labor of others. 

5. Non-able-bodied citizen's are entitled to 
maintenance by the state, cooperative bodies 
or collective farms in the form of pensions 
and allowances, or as residents in homes 
where they receive free board, lodging and 
attention. 


A Street in the “Chapaev” Collective Farm, 
(Chapaevek, Ukrainian SSR.) 


The Soviet citizens therefore knows that 
as long as he is able to work he can always 
earn his livelihood, and that if he loses his 
capacity to work he will be aided by the 
Soviet state and by Soviet society. 


Trillion Dollar War 


Research experts of American University 
estimated that direct war expenditures have 
totaled more than $1,030,000,000,000. 

The war expenditure total did not include 
“the destruction and damage of public and 
private property,” nor the indeterminable ex- 
penditures of China. 

Allied war expenditures have been $558,- 
090,000,000 and Axis totals $442,900,000,000. 
Expenditures for the Allies were: 

United States _....___..._-_. $28 0,600,000,000 
Russia a 53 _ 170,000,000,000 
Great, Britain 64,200,000,000 
France 13,000,000,000 
South American countries _ 9,278,000,000 
Canada ___... : 6,814,000,000 
Australia, New Zealand and 

South Africa —_- 

Belgium 


4,620,000,000 
3,600,000,000 
2,000,000,000 
1,500,000,000 
1,000,000,000 
-220,000,000 
165,000,000 
93,000,000 
These sums include expected expenditures 
through six months of 1945 by those Allied 
countries which were: not conquered by the 
Axis, and expenditures to the time of their fall 
by the conquered countries. “Axis figures are: 
Geen Picdenadeind $258,900,000,000 
Italy 94,000,000,000 
Japan 44,000,000,000 
These include expenditures through 1944. 
In addition, the university estimated that Ger- 
many and Japan spent $46,000,000,000 more 
in the first four months of 1945. The total for 
Japan was conceded “a pure estimate.” 


Czechoslovakia 
Netherlands 
Yugoslavia 
Greece 
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OF 


The Chase offers trust officers and others 
acting in fiduciary capacities a well 
rounded service in this type of invest- 
ment. Inquiries will receive the per- 


sonal attention of experienced officers. 


Bond Department 


THE CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 


Member Federal Deposit Insurance Corporation 





PROTECTION THROUGH RESEARCH 


Cooperative Investment Counsel: Lessons and Values 


ALFRED J. CASAZZA 
Vice President, Savings Banks Trust Company, New York 


OR more than a decade now the mu- 

tual savings banks in New York 
State have been using the cooperative 
bond analytical service they established 
to furnish them with information and 
opinions on investments. Since approxi- 
mately a hundred savings banks contin- 
ue, year after ‘year, as subscribers to 
this cooperative effort, the indications 
are they consider it a reliable agency to 
furnish unbiased sound investment 
counsel . A central investment agency 
for financial institutions is now more 
than an idea—it has been tested in the 
crucible of experience. 


Advisory Agency’s Recommendations 
“Tailor-Made” 


NE lesson from the experience of the 

New York State savings banks is that 
to be successful, such an agency must serve 
each bank as though it were a department 
in the individual institution. Where the 
bank has its own analytical department, the 
central advisory agency provides an inde- 
pendent and unbiased review of the invest- 
ment recommendations of the bank’s depart- 
ment. The cooperative investment service 
must be able to promptly focus its attention 
on the problem presented, and to furnish the 
necessary information or opinions not only 
on particular securities but also with refer- 
ence to the individual requirements of the 
bank. 

For example, one bank may have a more 
rapid rate of growth than another, or more 
widely fluctuating deposits. A bank with 
60 per cent of its deposits invested in mort- 
gage loans may well need shorter-term bonds 
and more readily marketable securities than 
the same size bank with only half as much 
invested in mortgages. Recommendations 
have to be tailor-made. 

The investment agency of the New York 
State savings banks is set squarely upon the 
foundation of intimate knowledge of each 
of its client banks. A subscribing bank has 
no hesitancy in giving such essential and 
confidential data as: its cash liquidity posi- 
tion, amortization receipts, distribution of 


earnings and expenses, amount of real es- 
tate acquired. Without this background of 
facts, proper recommendations can hardly 
be made. Over the years this service, which 
is a department of Savings Banks Trust 
Company, has become acquainted with sav- 
ings banks’ investment problems and their 
solution. 


What the Service Does for Each Bank 


PECIFICALLY what does this service 

do for the banks? At least every six 
months, a complete analysis is made of the 
entire bond account. The bank is then fur- 
nished a written report which analyzes the 
earnings, liquidity and maturity of the bond 
portfolio in relation to the requirements of 
the bank. Each security holding is re- 
viewed, and recommendations as to reten- 
tion or sale are made, noting the reasons 
therefor. Between these semi-annual writ- 
ten reports, supplementary recommenda- 
tions are made to each bank by mail or tele- 
phone, thus providing continuous invest- 
ment information service. 

Savings bankers and trustees frankly con- 
sult with the specialists in the various fields 
of bond investments, the economist and the 
investment officers of Savings Banks Trust 
Company. While any savings bank in New 
York State can, on its own initiative, ask for 
and obtain information or opinions on in- 
vestments from Savings Banks Trust Com- 
pany without charge, approximately 75 per 
cent of the savings banks with $3 billion of 
investments voluntarily prefer to pay the 
moderate annual fee charged for this invest- 
ment service. 


No Delegation of Discretion 


S the management of each savings bank 
is responsible to its depositors, recom- 
mendations made by the investment agency 
are for the management’s consideration and 
are advisory only. As action on recommen- 
dations made by the service frequently re- 
quires approval of the savings bank’s invest- 
ment committee or Board of Trustees, the 
suggested transactions are usually accom- 
panied by reasonably detailed explanations. 
and calculations illustrating the advantages 
of the recommendations. 
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Definite recommendations are made to 
improve income or to eliminate securities 
whose quality may be expected to deterior- 
ate. Examples of exchanges to improve in- 
come would be switches from certain low 
yielding securities such as municipals or 
partially tax-exempt Government bonds in- 
to fully taxable United States Treasury 
bonds. Shifts to improve quality might be 
from utility obligations subject to increas- 
ing competition from Government operated 
plants, or from bonds of companies with ad- 
verse basic trends. 

Sales recommendations are accompanied 
by specific reinvestment suggestions. In 
recommending purchases, whether with pro- 
ceeds of sales or with other available cash, 
those sound securities which appear to have 
future market price appreciation potential- 
ities are given preference. 

The fundamental investment rule is to 
prevent capital losses. But in addition the 
investment service endeavors to recommend 
to savings banks prime securities which ap- 
pear to have the largest return from coupon 
and price appreciation combined. 


Satisfactory Results Achieved 


ECAUSE the securities portfolio actual- 
ly receives constant watching by both 
the individual savings bank and the cooper- 
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ative agency, the quality and liquidity of the 
bond accounts of New York State savings 
banks are presently the best in their long 
history, and they have added substantially 
to their income by profits from saies of se- 
curities. 

The close joint supervision given the bond 
accounts practically assures that no bond 
will remain long in the securities portfolio 
if it is speculative or there is danger of de- 
fault in interest or principal. 

The investment service has succeeded in 
making bond accounts more profitable. In 
the 1930’s the outlook for interest rates was 
uncertain. Here was an opportunity to be 
of value by determining the longer term 
trend. The investment information service, 
after considerable research and extended 
consultation with savings bank bond men 
regarding the future of interest rates, con- 
cluded that Government fiscal policies and 
other factors would bring about lower inter- 
est rates. The service specifically advised 
those savings banks which appeared to have 
prospects for continued growth in deposits 
to increase the average maturity of their 
bond accounts. It was suggested that these 
banks sell low yielding bonds and notes ma- 
turing within five years and reinvest the 
proceeds in United States Government bonds 
of medium maturity. 





Trust service in Illinois 


ee OF-STATE trust companies and lawyers will find 


this more than half-century-old institution especially 


well equipped through long experience to assume the 


ancillary administration of trusts and estates in Illinois. 


THE NORTHERN TRUST COMPANY 


50 SOUTH LA SALLE STREET—CHICAGO 





There was no reduction in the quality of 
the bond account, and in every instance 
liquidity was maintained at a more than 
sufficient level. It was frequently possible 
to capitalize profits as the longer bonds 
bought were often cheaper in dollars than 
the securities sold. Similar opportunities ap- 
parently exist today. The increase in in- 
come was available to cushion any possible 
decline in market prices that might occur 
from unforeseen causes. Since the trend of 
bond yields has been downward for over a 
decade, the increase in the maturity of the 
bond accounts resulted in greater income 
and strengthened the earning power of the 
banks. 


Research Gives Added Protection 


HE values to savings banks of having 

their own central advisory organization 
are similar in many respects to the advan- 
tages of the complete bond investment de- 
partments maintained by the largest trust 
institutions and life insurance companies, 
some of which compete with private invest- 
ment bankers for entire new bond issues. 
Protection of investment values in these dy- 
namic days requires the analysis of trends 
in industries—ranging from railroad to 
electric light and power, and from tobacco 
to steel—and of broad economic and finan- 
cial developments affecting, for example, not 
only security values but the outlook for em- 
ployment and the volume of savings by in- 
dividuals. 

It would be quite expensive for a single 
bank to maintain specialists in such fields 
as railroads and industrial securities, pub- 
lic utilities, municipal and United States 
Government securities as well as economic 
consultants and the like. The cooperative 
advisory service, however, can spread its 
cost of operation over many subscribers. 

Because of its widespread use, the invest- 
ment service is a clearing house of expe- 
riences and can pass along to a bank those 
practices others have found successful. 

At the present time more than half the 
assets of all New York State savings banks 
combined consist of securities. Every one 
of the millions of savings bank depositors 
has a vital interest in the bond account. The 
added protection provided by the investment 
service with its emphasis on prime and pro- 
fitable investments increases the earnings 
on and the safety of depositor’s funds. In 
this way, the investment service department 
functions in the public interest. It also fur- 
nishes a practical solution to the investment 
counsel needs of the savings banks. 
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International Double Taxation 


“Because many American citizens today are 
burdened by double taxes on the same income, 
one to their own government and another to 
the country in which they have business or in- 
vestment interests, the United States should 
extend her international treaties on double 
taxation,” states Paul Deperon, Secretary of 
the Fiscal Committee of the League of Na- 
tions and Member of the League Secretariat, 
in a recent study: “International Double Taxa- 
tion,” published by the Committee on Interna- 
tional Economic Policy. 

Three model conventions, offered as a basis 
of negotiation between countries seeking to 
arrange mutual tax adjustments, have now 
been worked out by the Fiscal Committee of 
the League of Nations. The texts of these 
conventions are printed in the Annex to Mr. 
Deperon’s study. They strike a balance be- 
tween the taxing rights of the country where 
a taxpayer resides and those of the country 
where his property or source of income is sit- 
uated, and they include recommendations for 
eliminating the fiscal evasion for which a con- 
fused international tax situation offers many 
opportunities. “Without such agreements,” 
says the author, “double taxation is likely not 
only to hinder international enterprise but to 
checkmate efforts to promote international 
economic cooperation.” 


ANCILLARY ADMINISTRATION 
IN NEW YORK STATE 


INQUIRIES invited from attorneys and 
trust institutions of other states. 

Our affiliation with 19 other Marine 
Midland Banks throughout the state 
gives you the additional advantage of 
having a fiduciary with 

close contacts in 40 

cities and towns. 


Member Federal Deposit 
Insurance Corporation 


MARINE 


TRUST COMPANY 
OF BUFFALO 


A Marine Midland Bank 
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Trust Earnings Reports 


Gross trust department earnings of insured 
commercial banks amounted to $113,000,000, in 
1944, as compared with $105,000,000 in 1943, 
according to a recent report by the Federal 
Deposit Insurance Corporation. There were 
2,215 banks accounted for last year, as com- 
pared with 1,959 the previous year; there is no 
indication as to how many of these had trust 
departments. 


The ratio of trust department gross earnings 
to total earnings of member banks in the Sev- 
enth Federal Reserve District (Chicago) was 
8.2% in 1944, contrasted with 3.4% in 1943. 
This average reflects only those banks report- 
ing trust department earnings. For the five 
large cities in the district (Chicago, Des 
Moines, Detroit, Indianapolis and Milwaukee) 
the ratio was 6.5%. 


In the Ninth District (Minneapolis) 64 trust 
departments averaged 2.5% of total bank 
earnings for 1944. 


In Maryland, gross trust department earn- 
ings of state banks and trust companies in 
1944 amounted to $1,964,603, equivalent to 
about 12% of total earnings of all banks with 
and without trust departments. 








Georgia's 


Largest Fiduciary 





State-wide service through 
affiliated banks in Augusta, 
Columbus, Macon, Rome, 
Savannah 


TRUST COMPANY 


OF GEORGIA 
ATLANTA, GA. 


MEMBER FEDERAL DEPOSIT INSURANCE CORP, 
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| National Bank Earnings Up 


Net earnings from current operations of 
5,031 national banks for 1944 show a substan- 
tial increase over the 1943 figure for 5,046 
banks. The rate of net profits to capital funds 
(at the end of the year) rose .78% to 9.63%; 
the rate of cash dividends to such funds in- 
creased .06% to 3.388%. Gross trust depart- 
ment earnings showed a gain of almost 10% 
to $37,390,000. The figures (in thousands of 
dollars) as of December 31, 1944, with change 
since the previous year-end: 


1944 Change 

Earnings from current 
operations: 

Interest and _ dividends 

on securities 632,471 +128,402 

Interest and discount on 

loans cos 359,883 —5,714 

Service charges on de- 

posit accounts 60,187 + 6,593 

Other service charges, 

commissions, fees, and 

collections and_ ex- 

change charges 44,257 +7,770 

Trust department 37,390 +3,083 

Other current earnings 72,075 + 4,366 

Total 1,206,263 +144,500 
Current operating expenses: 
Salaries and wages— 

Officers - 122,333 + 7,577 

Employees other than 

officers _. 208,695 +14,621 

Fees paid to directors 

and members of exe- 

cutive, discount and 

advisory committees 6,392 +510 
Interest on time deposits 

(including savings de- 

posits) 97,826 +13,220 
Taxes other than on net 

income ae 53,898 —1,860 
Recurring depreciation 

on banking house, fur- 

niture and fixtures 24,497 +708 
Other current operating 

expenses 211,607 +19,844 

Total 725,248 +54,620 
Net Earnings from 
Current Operations 481,015 +89,880 
Profits* Before Income ; 
No A ea 5 532,680 106,417 
Total Taxes on Net Income 120,836 + 45,030 
Net Profits Before 
Dividends _............. 441,844 -+-61,367 
Dividends Declared 178,208 +5,315 





*After recoveries and charge-offs. 

















WHO REALLY OWNS MY BUSINESS? 


Family Enterprise as a Custodianship 


E. H. MARTINDALE 
President, Martindale Electric Co., Cleveland 


URING the course of conversation 

with two gentlemen from the U. S. 
War Department I remarked that although 
we had been in business over 30 years, I 
had never been able to pay the inheritance 
tax when my share is passed along to my 
two sons. One of the gentlemen said, “Why 
should you? They didn’t earn it.” 

This remark bothered me because it 
sounded logical, but it raised the question 
of why should an inheritance be a liability 
instead of an asset? 


A Closed Corporation 


If I should die at the present time my sons, 
one of whom is with a company of Combat 
Engineers with the American First Army on 
the Western front, would have to sell their 
war bonds, borrow the limit on their life insur- 
ance policies, raise money wherever possible 
and still probably fall short of raising enough 
cash to pay the inheritance tax. 

As we are a closed corporation with 92% 
of the stock owned by members of two fam- 
ilies, no bank will accept the stock as collateral 
for a loan and it would be difficult to find 
an outside buyer to purchase part of the stock 
at a reasonable price even if my sons were 
willing to give up control of the business by 
disposing of part of their stock. 

Then for the next several years my sons 
would have to skimp and scrape to pay off the 
debts incurred by the inheritance. 

This business was started in 1913 by another 
man and myself as a partnership with a total 
investment of $260. With addition of a few 
other stockholders, it’ was incorporated in 
1917. 

Year after year most of the profits, after 
taxes, have been plowed back into the business 
but two periods of unusual expansion required 
additional cash investments of $17,200 and 
from these cash investments and plowed-back 
earnings we are now giving employment to 88 
men and women. 


Investment Per Employee 


Our books disclose that our present factory 
machinery and equipment cost $89,704 with 
another $10,727 for office equipment, making 
an investment of $1,141 for each employee. 


This excellent presentation, distributed in leaflet form, 
merits wide readership among banks and their cus- 
tomers.—Ed. Note. 


These are their tools of trade which we have 
supplied to them. 

Then they must have a place in which to 
work and Real Estate and Buildings represent 
an investment of another $45,043 or $512 each. 

Next, they must have raw materials from 
which to manufacture the finished goods and 
the latter must be held until a buyer is found. 
These two items take another $196,025 or 
$2,228 each. 

Our customers, consisting mostly of other 
industrial plants, are not in the habit of paying 
cash on delivery and Accounts Receivable take 
another $73,816 or $839 for each employee. 

Next, Bank Balance and Petty Cash take 
$32,524 or $370 each. Other miscellaneous 
items require $1,859. 5 

These all total up to a frozen investment of 
$449,699 or $5,110 for each employee. It 
seems safe to say that our employees have 
never given this any thought and do not real- 
ize that without this investment on their behalf 
they would not have their present jobs. 


Not Personal Wealth 


This does not represent wealth to me because 
I cannot exchange it for goods; I cannot spend 
it for a vacation or for amusement. Our em- 
ployees look upon me as wealthy because I 
control this business, but I deprive myself 
of many luxuries and pleasures in my effort 
to accumulate sufficient liquid assets to pay 
the inheritance tax—wealth that I should feel 
free to spend if I worked for a salary and 
owned no stock in the corporation. 

I am merely the Custodian of the business 
which seems really to belong to others. First, 
I am Custodian for our employees; they have 
first claim on our income for their pay, in 
addition to which we pay one per cent of the 
amount of their wages or salaries for Social 
Security to provide them with a pension at 
some future date and another three per cent 
for possible future unemployment. 

Next, I am Custodian for my City, County, 
and State. They demand an annual dividend 
of $2.87% of the assessed value of our Real 
Estate and Buildings, Machinery, Furniture 
and fixtures, Raw Materials and Finished Mer- 
chandise, even if we make no profit, with a 
smaller dividend from us on Accounts Receiv- 
able and one from our bank on our Bank 
Balance. The State also demands a Domestic 
Franchise Tax annually of one-tenth of one 
per cent of our net worth. 

Then comes the Federal Government. To 





550 


make sure that it gets something, regardless 
of profits, the Government first assesses the 
Capital Stock Tax of one-eighth of one per 
cent of what we think the business is worth. 
Then if we make a profit, the Government 
collects a fat share and if we pay the profits 
out in dividends the Government comes back 
for another large share. 

So, when I die I shall be passing along main- 
ly this Custodianship rather than real wealth 
to my sons. 


Why Should Heirs Be Penalized? 


Why should my sons be penalized for ac- 
cepting this Custodianship? Should not the 
inheritance tax laws be revised to permit more 
liberal treatment when frozen _ productive 
wealth that furnishes employment to others, 
is passed along to the heirs? 

Such revision might allow a reasonable ex- 
emption based on the average number of em- 
ployees or average annual payroll for the pre- 
ceding three or five years. 

For a firm in the Small-Business Class the 
present burden frequently makes it necessary 
to discontinue all expansion, reduce selling 
and advertising expenses, and otherwise re- 
trench for a period of several years in order 
to withdraw sufficient cash from the business 
to pay the inheritance taxes. 








Property Facts 
Are Basic 


The starting point for sound 
solution of problems involv- 
ing planning, administration 





and settlement of estates is 
an accurate knowledge and 
record of Property Facts 
and values. 


The AMERICAN 


APPRAISAL 
Company 


VALUATIONS * PROPERTY RECORDS 
DEPRECIATION STUDIES 
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This necessary retrenchment may come at 
such a critical time in the life of a Small Bus- 
iness that its growth is permanently stunted 
or it may even be started on the downward 
path toward bankruptcy and liquidation. 


FLEXIBLE ADJUSTMENTS 
REQUIRED 


T remains very doubtful whether war- 

time totals of employment and income 
can be fully maintained in the post-war pe- 
riod. The wartime labor force contains a 
large number of persons who will voluntar- 
ily withdraw when emergency needs have 
been met. The unprecedented levels of pro- 
duction and income in the last two years 
have been attained with the aid of a very 
large amount of overtime work, a stimulus 
that cannot be expected to continue long 
under peacetime conditions. War produc- 
tion is carried on with only secondary at- 
tention to cost. 


The creation of jobs by Government spend- 
ing is a temporary palliative, not a step to- 
ward the solution of the basic problem. To 
decree a national employment goal of sixty 
million or any other number of jobs, and main- 
tain that level by Government ‘investment’ 
is not the road to peacetime prosperity; for it 
would tend to prevent, rather than promote, the 
establishment of business confidence and the 
very broad readjustments that must be made 
in the transition from an artificially stimulated 
war economy to a naturally balanced peace 
economy. The enormous productivity of our 
industrial system can be utilized only to the 
extent that income is so distributed to pro- 
ducers and consumers as to maintain balance 
between demand and supply in the various 
markets, and those who receive the income are 
er.couraged to spend or invest it instead of 
hoarding it. 


These conditions are brought about by the 
action of free markets and free business man- 
agement, not by Government programs. The 
readjustments needed to restore and maintain 
equilibrium take the form of fluctuations in 
prices, wages, interest rates, output, employ- 
ment, credit, and the other values and activities 
that enter into business operations. Restric- 
tions constitute interference with natural and 
necessary processes. Readjustments may be 
cushioned, but they cannot be. permanently pre- 
vented. 

The Guaranty Survey, April 24, 1945 
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Y.. after year hundreds of Ameri- 


can banks use Central Hanover as 
their New York correspondent be- 
cause they like the wide experience 
and care it brings to the protection of 
their interests and the handling of 


their business. 


For example, 278 banking institutions 


have been correspondents continu- 


ously for more than half a century. 


Central Hanover gives individualized 


attention to individual needs. 


CENTRAL HANOVER 


BANK AND TRUST COMPANY 
NEW: YORK 


Member Federal Deposit Insurance Corporation 
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Me )8§8BOX SCORE ON TRUSTEE INVESTMENT 
POWERS 


(As of June 1, 1945) 
20) 8 Reel) 1 3°7-WEle], mel. 


ALL TRUST MATTERS 


in Illinois 


Prudent Man 


Man Rule' 
Rule’ 


Unclassified 
Considering 


Prudent 


% 


Our long years of 

i experience in all types 
k of fiduciary activity in 
this area, plus an un- 
usual background in all 
real estate matters qualify us 
to give you and your customers 
full cooperation on both corporate 
and personal trust matters in Illinois. 
We were first to qualify under the 
General Trust Company Act of the 
State of Illinois and have been con- 
tinuously active in trust administra- 

tion since 1887. 

No matter where the personalty in Pa 
an estate be situated...if there be RL 
real estate in Illinois, you will find it Ss. C. 
a matter of good judgment to suggest S. D. 
Chicago Title and Trust Company as — 
ancillary administrator. Utah 

Vt. 
Va. 


Wash. . 
. 


CHICAGO —yeenaee a TA i a 
aE | 


TITLE anp TRUST Totals... | 24 | 8 | 7 


' 


COMPANY 1. Letter “S” is added where rule has been adopted 


by statute. 

69 WEST WASHINGTON ST. - CHICAGO 2 2. Includes states where bills have been introduced and 
defeated, as well as states where matter is being 
actively studied by fiduciary associations or super- 
visory authorities. 

. Not definite, but assumed courts would follow Rule. 











PURCHASING POWER OF TRUST INVESTMENTS 


Protection for Both Kinds of Value 


HULBERT S. ALDRICH 


Vice-President, New York Trust Company 


e¢ O what you will, the Capital is at 

hazard.” This was the observation 
of the Massachusetts Supreme Court in the 
March term of 1830. Apparently Trustees’ 
difficulties are not new, nor is their predica- 
ment peculiar to the times through which 
we are living. 

What do we look for as a value in select- 
ing our trust investments? Naturally, it is 
preservation of the total amount of the trus- 
teed funds with some fair return realized 
during the period. But is the value in terms 
of dollars the only value? The two values 
are not necessarily the same. After all, 
most Trusts are established with a prime 
objective of providing means by which 
someone is to live, either a life beneficiary 
or a remainder-man, or usually both. 


This question of values in terms of some- 
thing more than dollars is probably danger- 
ous ground. And yet it seems to me that 
the conscientious Trustee cannot ignore it 
completely. If the Trustee is to perform 
his duty, task or office to the very best of 
his ability, is he not forced to think of val- 
ues in terms of providing the means by 
which one lives—which may mean looking 
beyond the horizon of preserving just dollar 
for dollar the amount trusteed? It seems 
to me that your Prudent-Man Theory gives 
both the scope and the promise of protection 
necessary to permit an attempt to find val- 


From an address before the Connecticut Trust Con- 
ference, May 15, 1945. 


ues in the broader sense, rather than mere- 
ly in number of dollars, without running too 
great a risk of criticism and surcharge. 


Two Kinds of Impairment 


HERE can the Trustee look today for 

investment media which will give that 
kind of value? At the top of the list of us- 
ual trustee investments, are high grade 
bonds. If these are selected the amount 
of dollars of principal should be reasonably 
safe over a period of time. But the buying 
power of those same dollars is by no means 
as well assured. And what of the income, 
which is the measure of value to the life 
beneficiary? The number of dollars of in- 
come is extremely small under today’s condi- 
tions. Therefore, in this category the Trus- 
tee gets value, but under today’s conditions 
a limited value as to income, and tomorrow 
may see value of both principal and income 
much impaired in terms of purchasing pow- 
er, and hence in terms of discharge of the 
trust, in the broadest sense. 

Second, bonds which are not of prime 
quality. Here the amount of principal dol- 
lars may hardly be considered safe. The 
amount of income dollars available to the 
life beneficiary is also small. In this cate- 
gory today it seems to me the Trustee gets 
almost the least value of any of the accepted 
categories of trust investment. 

Third, common stocks of financially 
strong, well established companies which 
have a conservative capital structure and 
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are definitely established as a part of the 
nation’s economy. Because these stocks re- 
present ownership—hence an interest in the 
losses as well as the profits—instead of debt, 
and because of the fluctuations of stock 
prices and the difficulty of timing purchases, 
it is hard to say that the principal dollar 
value is as secure as in high grade bonds. 


Geared to Economy 


T is also very hard to deny it. That other 

less tangible value, namely that of buying 
power of an investment, would seem to be 
considerably better represented in success- 
fully selected stocks because the common 
stocks represent ownership of property and 
processes, with value and return fluctuating 
with the earning power of that property. 
By their very nature, stocks should be more 
closely geared to the country’s economy. As 
that economy becomes inflated—or as it con- 
tracts—the dollar values of stocks both in 
principal and in income should move with it. 

The value to the income beneficiary is as- 
suredly greater at the present time certainly 
by way of numbers of dollars and potential- 
ly, at least, by way of eventual value of the 
investment in terms of purchasing power. 
The present yield on the Dow Jones indus- 
trial stocks is 4.03% as against about 2.75% 
for prime long term bonds. This in itself 
is a big incentive to include some stocks in 
the well invested portfolio. 

But, lest we all get ourselves in a frame 
of mind where common stocks look like the 
long sought for panacea for all our invest- 
ment headaches, the tremendous importance 
of timing in the purchase of stocks must be 
remembered. Under today’s conditions 
stock do help to solve certain very trouble- 
some income problems—and they have the 
added appeal of some degree of potential 
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protection of buying power. So they are 
tempting. 


Common Stock Formula 


Is there then any possible yardstick that 
can be used in the selection of stocks so that 
the devastating losses can be avoided and 
the risks inherent in marketable equities 
minimized? Certainly there is none which 
will permit us to recognize these bottoms 
and tops of a market. But it does seem to 
me that almost any logical, commonsense 
approach to the Trustee’s problem, which is 
necessarily a long term approach, can at 
least be helpful. If we study carefully the 
earnings experience and trend of a selected 
company over a period sufficiently long and 
then weigh that experience heavily for trend 
and our own estimate of the future, we 
should have some fair indication of what 
that company can be expected to earn on the 
average. 

Admittedly the earnings experience is 
not enough. We must also hazard some 
guesses as to what it can earn under exist- 
ing and anticipated conditions. This means 
consideration of the tax status, volume 
prospects, etc. Our guesses will not be per- 
fect and the earnings experience can be only 
a guide to those guesses. But at least we 
have narrowed down the field of our guess- 
ing to one problem—what should the com- 
pany be expected to earn in a fair average 
year? 

If we can reach some reasonable figure, 
and if we then consider that the average 
company is probably justified in distribut- 
ing say 75% of its earnings in the form of 
dividends, we can get a figure for a reason- 
ably to be anticipated income. If this in- 
come is then capitalized at a yield of be- 
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tween say 3% and 5%, depending upon the 
industry in which it operates, we arrive at a 
price figure, which, it seems to me, would 
give a very simple and logical test of values. 

Admittedly, this is a very rough kind 
of yardstick—and this line of reasoning 
may tend to overemphasize the stodgy, long 
established companies, which in the minds 
of some chartists and others lack “color.” 
True it may keep one out of the high price- 
earnings ratio companies, such as the chem- 
ical companies, which may be the ones with 
the very best growth prospects. But it 
should result in avoiding paying a price that 
is way out of line with values. It might 
even mean the avoidance of purchasing 
stocks altogether at certain times—and give 
added courage for their purchase at others. 
If it did no more than that, such an ap- 
proach would have been most helpful. 

This kind of approach should be helpful— 
and only that—in determining values and 
justifying prices, particularly when the 
Trustee is acting under the Prudent-Man 
Theory. Any method would seem to me 
worthwhile which would permit of a sounder 
approach to the question of values in that 
third category of investments, the one when 
that less tangible value, namely preserva- 
tion of purchasing power, is a consideration. 


FAB 


Post-War Price Stability—It appears that a 
post-war rise in prices and business activity is 
by no means a foregone conclusion but there 
are probably equally good reasons for fore- 
seeing a post-war deflation; or perhaps first 
one and then the other. However, whether the 
economic movements after the war are upward 
or downward, there are important reasons for 
thinking that these movements may be more 
moderate than is generally supposed. If a 
civilian buying spree develops, its effects 
should, it seems, be tempered by the tremen- 
dous reserves of productive capacity that can 
result from a reduction in the Government’s 
war effort. If, on the other hand, the Govern- 
ment’s reduction in its war spending should be 
so rapid as to be deflationary in its effect, the — 
civilian population has ample reserves of pur- 
chasing power to take up at least some slack. 


In any event, unless the war is more pro- 
longed than is generally anticipated, the post- 
war outlook should probably be thought of in 
such moderate terms as price rises and price 
declines rather than in vague and extravagant 
terms of inflation that are frequently used‘in 
connection with the future. We have seen 
price rises and price declines before. There ap- 
pears to be no reason, however, for supposing 
that we now face a price rise so drastic as to 
justify the term inflation. 


STEPHEN M. FOSTER, New York Life Insurance Co. 
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THE INCOME STANDARD 


Basis of Protection for Remainderman and Life Tenant 


DR. WM. F. EDWARDS 
Naess & Cummings, New York City 


E must pursue, in investment manage- 

ment, an aggressive policy, if we are 
going to fulfill the reasonable desires of 
people interested in funds under our super- 
vision. 

A fund of $100,000 invested in 1935 in 
high-grade corporate bonds would have pro- 
duced an annual income of almost $4,000. 
The same fund invested today in high-grade 
corporate bonds would yield less than $3,000. 
In practice, the relative loss in income may 
have been more than this, because many of 
the corporate bonds would have been called 
and some replaced with Governments yield- 
ing 24%, or less, and other very low yield- 
ing bonds. 

Has this fund been protected for the life 
tenant? Obviously not because it has depre- 
ciated substantially in dollar income. Has 
the income value of the fund been protected 
for the remainderman? Again, no is the 
answer. The remainderman inherits a fund 
that will provide a substantially, lower in- 
come than it did ten years ago. 


Dollar Value Not Enough 


OR more than a decade, an investment 
policy aimed at maintaining only the 
principal value of a fund, has been of the 
“Heads-I-Win, Tails-You-Lose” variety. If 
only this has been accomplished, we may not 
have fulfilled completely our investment re- 
sponsibilities. The fund has depreciated in 
real value, and there is no one who knows 
this half so well as the widow with children 
having no other source of income and being 
forced to cut her standard of living because 
of a smaller income. Her situation would 
be made even more difficult due to higher 
taxes as well as higher cost of living. 
Investment managers should attempt, as 
a desirable investment goal, to maintain the 
annual income of funds intrusted to them 
for supervision. This demands action and 
a high quality of service. It is not the road 
of risk taking, when looked at from all 
points of view. Rather, it is the only road 
that leads toward investment success. Trust 
fee schedules should be raised, if necessary, 
to make practicable this quality of service. 
On every hand we see the rewards of ag- 
gressive management. Electronics, light 


metals, plastics, and many other products 
will make the post-war world a better place 
in which to live. Improved production and 
distribution techniques will make possible 
relatively higher wages and relatively lower 
prices. This creates a higher standard of 
living. These are society’s gains as a result 
of aggressive management. 


Aggressive Management Required 


NVESTMENT managers should be equal- 

ly as aggressive in employing capital. 
This helps those who intrust us with sav- 
ings. In no other way can we maintain the 
real value of the funds. And it helps the 
economy to the benefit of everyone. With- 
out the stimulus of aggressive capital our 
economy would not have prospered in the 
past, and cannot prosper in the future. The 
investment manager who complains about 
the loss of opportunity and gradually directs 
funds only into Government securities be- 
cause he is unwilling to take the risk of in- 
dustry, is only adding to his own undoing. 
We can force State ownership if we are will- 
ing to buy only State credit! 

No investment risk is less on a long-term 
basis than a carefully selected, conservative- 
ly diversified, reasonably priced and contin- 
ually supervised list of securities of estab- 
lished American corporations. If these as 
a group go bad, the foundation which sup- 
ports the Government goes bad, to,the loss 
of all. This basic fact is often forgotten 
because people remember the monetary loss- 
es incurred when corporate securities have 
been bought at inflated prices, and their in- 
tense concern when corporate securities 
have been depressed below their real value. 

Legal restrictions in many states are 
handicaps to the use of sound judgment in 
handling trust investments. Another handi- 
cap is the antiquated and restricting atti- 
tude of some of the courts which hold that 
the remainderman is interested solely in the 
preservation of the dollar value.of the prin- 
cipal. However, investment managers 
should be careful not to hide behind these as 
excuses. In our free enterprise society, with 
its technological shifts of emphasis and re- 
search developments, investment  super- 
vision is an essential service. 





Government vs. Corporate Bonds 


Securities representing the national debt 
may, with the banks and Treasury cooperating, 
become more isolated from the markets for 
other investment securities than the relation- 
ship has been heretofore. Within a few years 
all outstanding partially tax-exempt govern- 
ment securities will have been retired. Out- 
standing municipal bonds, being tax-exempt, 
have a market value distinctly independent of 
taxable government securities. Tax-exempt 
municipal bond values will always reflect the 
degree of taxation which is imposed upon in- 
vestors’ income. Compared to taxable income 
from government securities of like maturity, 
municipal securities could continue to enjoy a 
market at higher prices and lower yields than 
government securities. Their independent mar- 
ket may not be altered even if future municipal 
issues should be deprived of tax exemption of 
the interest paid to investors. 


The corporate bond market thus far has 
shown market values and yields having a more 
or less reasoned relation to yields from govern- 
ment securities. That independent market also 
could move to a greater disparity from yield 
values of government securities, reflecting pri- 
marily the influence of Federal competition 
with untaxed projects against free enterprises 
corporately taxed, while there prevails an ab- 
sence of government regulations against un- 
just practices of labor unions. Corporate se- 
curity values depend upon a company’s pros- 
perity after taxation. By contrast, municipal 
and government security values are supported 
by the taxing powers throughout the whole 
country. The powers of the Federal Reserve 
System and the Treasury acting for national 
welfare should be able to satisfactorily main- 
tain monetary controls for the benefit of gov- 
ernment securities and so manage the banking 
system as to maintain public confidence in se- 
curities which represent the national debt. 


C. F. Childs & Co. Investment Bulletin, May 1945. 
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1944 Net Income of 712 Companies Having 
Common Stock Listed on the New York 
Stock Exchange 


Industry 


Amusement 
Automotive 
Aviation 
Building 

Bus. & Office 
Equip. 
Chemical 

Elec. Equip. 
Farm Mach. 
Financial __.... 
Food _ eos 
Garment Mfrs. 
Leather _. 
Mach. & Met. 
Mining ___ 
Paper & Pub. 
Petroleum 
Railroad 
Retail Merch. 
Rubber _.. 
Shipbuilding 
& Oper. : 
Shipping Serv. 
Steel, Iron 

& Coke 
Textile 
Tobacco 
Utilities _. 

U. S. Cos. Oper. 
Abroad _.._... 
Foreign 
Companies _. 
Other 
Companies _.. 12 
All companies 712 


Showing 
Improvement 
Per Cent Change 
in Group 


Ot (1944 vs. 1943) 
Net Income 


No. 

Estimated 
<A Group Net 

Income 


bo 
wo © 
bo 
OS 
a 
bo i& G0 


2 9.5 
3 2.8 


7 180.8 
10 43.5 
2 65.2 
21 441.2 
6 49.5 
2 85.7 


7 11.4 
340 $3,706.7 


Source: The Exchange, April 1945. 


(1944 vs. 1943) 
(millions) 


+ 5.1 
— 0.9 





EXCESS PROFITS TAX AS 
EARNINGS CUSHION 


“Just for fun we took a hypothetical com- 
pany, the sole capitalization of which is 500,- 
000 shares of stock, and assumed an excess 
profits tax base of $1,000,000 and pre-tax 
earnings of $3,000,000. Under the present 
law the normal tax is 40 per cent of $1,000,- 
000, and 95 per cent of $2,000,000, making the 
tax $2,300,000 and leaving net for stockhold- 
ers $700,000 or $1.40 a share. 


“Then we assumed business fell off enough 
so that the pre-tax net dropped one-third or 
from $3,000,000 to $2,000,000. Presumably 
no one expects worse than this in the near- 
term future. Now the tax is 40 per cent of 
$1,000,000, or $400,000, and 95 per cent of 
$1,000,000, or $950,000. This makes a total 
tax of $1,350,000, leaving net for stockholders 
of $650,000, or $1.30 a share. 


“One cannot make much of a bear market 
out of the difference between $1.40 a share 
and $1.30 a share. The same excess profits 
tax which prevented earnings from rising 
much when business activity was expanding 
now prevents earnings from dropping serious- 
ly in a period of contracting business activity. 


“As a matter of fact a reduction in the ex- 
cess profits tax to 85 per cent would mean 
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earnings of $1.50 a share on a pre-tax net of 
$2,000,000.” 
EDSON B. SMITH, Financial Edtor, The 
Herald. 


Boston 


0 


Investment Return 


Life insurance companies realized a 51.7 per 
cent greater return on their mortgage invest- 
ments in 1943 than from their bonds, according 
to a survey by the research department of 
the Mortgage Bankers Association of Amer- 
ica. It shows that the fifteen largest life 
insurance companies had a return of 4.4 per 
cent from mortgages that year as against 2.9 
per cent from bonds. The 15 companies sur- 
veyed owned $3,879,978,000 of city loans and 
12 of them owned $608,790,000 of farm loans. 
Despite the advantage in favor of mortgage 
loans, the return from them was the lowest 
in decades as was true of other types of in- 
vestments purchased by life companies. 


0 
Life Insurance Investments 


(In Millions of Dollars 

Purchases Holdings 
Ist Qr. Mar.31 Mar. 31 
1945 1945 1944 


$1,380 $17,151 $13,825 
Railroad Bonds 211 2,700 2,605 
Public Util. Bonds 124 5,216 5,246 
Ind. and Misc. Bonds 84 1,886 1,885 
Stocks re 679 605 
State, County, Mun. 
Bonds .. 
All For. Securities 
Farm Mortgages 
FHA Mortgages 
Other Mortgages 


U.S. Gov. Securities 


1,021 
1,363 

770 
1,427 
4,447 


1,427 
1,111 

818 
1,345 
4,441 


Total 


Source: 


$2,150 $36,660 


Institute of Life Insurance. 


$33,308 
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Open-End Funds Top Billion 


Combined net assets of open-end investment 
companies for the first time now exceed $1,000,- 
000,000, according to the National Association 
of Investment Companies. On April 30 this 
year the 70 open-end funds which are members 
of the Association had total assets, at market 
values, of $1,030,000,000, compared with 
$882,000,000 at the beginning of 1945. In the 
four and one-half years since investment com- 
panies became subject to federal regulation, 
total assets of open-end funds have increased 
by 135%. The term open-end is applied to 
these companies because of the continuous dis- 
tribution of their capital stock and because 
the shares are at all times redeemable at ap- 
proximate asset value. 





NON-INTEREST GOVERNMENT BONDS 


“NTEREST on the public debt will be in 

the neighborhood of $7 billion in the 
post-war period. This item will be one of 
the largest in the Federal budget, and hence 
many proposals will undoubtedly be made to 
reduce its cost. One type of proposal al- 
ready appearing is that the banks, which 
now hold about 45% of the public debt, 
should receive non-interest-bearing securi- 
ties. The implications of this proposal are 
examined thoroughly by Dean John T. Mad- 
den in “The Public Debt and the Banks,” 
published by New York University’s Insti- 
tute of International Finance. 

The study points out that action has al- 
ready been taken in Australia and in other 
countries to limit the amounts of earnings 
banks can obtain from their increased hold- 
ings of government debt. Should an effort 
be made to discriminate against the banks 
in this country, a number of adverse effects 
of the policy are foreseen. 


It will be necessary to enact special leg- 
islation “to compel the banks to hold a 
stipulated percentage of their total assets 
or deposits in such obligations.” 

The liquidity of the banks would be im- 
paired. 

Heavy service charges might be re- 
quired by many institutions, particularly 
smaller ones, to take the place of the earn- 
ings no longer obtained from government 
securities. 

Some banks “might be compelled to 
make a loan or purchase securities of a 


quality which might entail substantial 
losses.” 


Finally, this policy would involve discrim- 
ination against banks and, as Dean Madden 
points out, “once Congress begins to dis- 
criminate against one segment of the econ- 
omy it is impossible to predict where such 
a policy might lead.” 

The proposal to substitute non-interest- 
bearing securities for part of the present 
bank holdings is also predicated upon an- 
other erroneous assumption, namely, that 
the banks are making abnormally high earn- 
ings. George V. McLaughlin, president of 
the Brooklyn Trust Co., punctured this myth 
recently, when he said, “Available evidence 
indicates that total net operating earnings 
of all commercial banks, exclusive of non- 
recurring recoveries and security profits, 
have recovered only a little more than half 
of the decrease which occurred between 
1929 and 1935. If one believes that bank 
earnings were abnormally high in 1929 and 
abnormally low in 1935, one might reason- 
ably conclude that the present earnings of 
banks are not far from normal.” 

Attempts to reduce the weight of the pub- 
lic debt by such means are bound to defeat 
themselves. The banks have acted as resi- 
dual purchasers of government securities 
during the war. It is only because individ- 
uals and non-banking institutions have 
failed to buy enough war bonds to meet all 
of the needs of the government that bank 
purchases have been required. The proper 
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solution for this problem is not found in 
discriminatory legislation against the 
banks. 


The constructive approach will be first to 
stop further increases in the debt by bal- 
ancing the Federal budget. Then, in order 
to reduce the interest cost of the outstand- 
ing debt, the next step must be to have a 
budgetary surplus which will make possible 
the retirement of the outstanding debt. As 
the study heretofore mentioned points out, 
“a large public debt can be serviced and 
amortized only through hard work and in- 
crease in production, full employment and 
economy on the part of the government. An 
effort to alleviate the debt burden at the ex- 
pense of the banks or through other unor- 
thodox measure is likely to create more 
problems than it would solve and to result 
in serious economic consequences.” 


LOW INTEREST RATES AND CAPITAL 
FORMATION.—tThe size of the public debt 
creates a strong argument for an aggressive 
public policy to make interest rates very low 
in order to minimize the interest charge on 
the Federal budget. Other borrowers also are 
demanding low interest rates, not least prom- 
inent among them being some groups concern- 
ed with housing. 


But if these special pleadings of borrowers 
and this dangerous philosophy are heeded, and 
interest rates are depressed to too low a level, 
the very heart of economic progress may be 
stopped from functioning. That heart is the 
formation of capital, and capital is, on the 
one hand, the instrument through which in- 
genious technology moves to increase produc- 
tion, and, on the other, the element which gives 
us more and better comforts of housing and 
other durable consumption goods. Further- 
more, too low interest rates threaten the func- 
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tioning of the great institutions which have 
serviced the growth and development of this 
country: the banking system, life insuranc:, 
the capital markets, the great endowment o:- 
ganizations for education, research and healt}. 
Interest rates can be depressed to a level where 
they do not provide the incentive for adequate 
savings and for the necessary amounts to cover 
expenses of operation of savings and financi:| 
institutions and to cover losses which are an 
inevitable accompaniment of administration. 


DONALD B. WOODWARD, Mutual Life Insuran:e 
Co., before the Building Trades Employers Ass’n. 


Short-Term Government Securities 


“The same circumstances which have made 
it advisable to concentrate a large proportion 
of the wartime debt in securities of short ma- 
turity will continue in time of peace. The con- 
tribution which such a structure of the public 
debt furnishes to the liquidity of the whole 
economy will be an important factor in the 
maintenance of full employment in the post- 
war period. The funding of a major portion 
of the short-term debt into longer-term securi- 
ties, on the other hand, would serve merely to 
increase the interest cost to the Government 
and to shift the risk of future changes in in- 
terest rates (and corresponding movements, in 
the opposite direction, of bond prices) from 
the Government to private investors. Such a 
policy would increase, rather than reduce, the 
factors making for instability in the post-war 
economy, as the Government is in a better 
position to bear the risk of changes in interest 
rates than most classes of investors, and—un- 
like any class of investors—is also in a posi- 
tion to minimize it. I see no need, therefore, 
for any large-scale refundings of short-term 
Government securities into long-term ones 
during the transition or post-war periods.” 

In “Fiscal and Monetary Policy,’”’ an extract from 


Annual Report of the Secretary of the Treasury (for 
Fiscal year ended June 30). 
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RELEASING TEE CONTROLS 


O channel our national energies into 

the production of war material, a 
comprehensive system of controls was 
superimposed upon our normal peace- 
time economy: priorities, price control, 
rationing, allocations, production limi- 
tation orders, wage control, foreign 
trade controls, manpower controls. 

The War Production Board has revoked 
many orders which limited peacetime pro- 
duction and is liberalizing the priorities 
system. The War Manpower Commission is 
eliminating the job freeze in many areas, 
starting July 1st. Automobiles and other 
consumers’ durable goods are to go back in- 
to production. Gasoline rations are to be 
liberalized. The first steps toward a re- 
sumption of peacetime activities have been 
taken. However, the movement is not all 
in one direction; new subsidies have been 
announced for meat and food rations have 
been tightened. 

As our war economy developed, it became 
clear that control quickly begets more con- 
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trol. For example, when civilian supplies 
were restricted, prices had to be fixed. 
Fixed prices, in turn, required rationing. 
The various controls implemented one an- 
other. As any of these controls are re- 
moved, the reverse process will be set in 
motion. We will soon discover that decon- 
trol begets more decontrol. The whole su- 
perstructure of control will fall like a house 
of cards. If we attempt to keep some con- 
trols while the others are eliminated, the net 
result will be ineffectiveness of the controls 
retained. 


The importance of this principle is not 
fully recognized in the recommendations 
coming from many quarters. For example, 
labor insists that wage control be abandoned 
while price control be retained, without real- 
izing that if costs are not kept down, price 
control will soon be meaningless. Again, we 
are told that in any event prices of automo- 
biles and other “hard goods” must be fixed 
until “supply comes into balance with de- 
mand.” While this appears attractive, how 
can the price of these “hard goods” remain 
fixed if raw material and labor costs are 
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permitted to rise. Moreover, if the prices 
are fixed, how will the new supplies be di- 
vided among civilians. Certainly, consumer 
rationing will be an impossibility when the 
rate of production begins to expand. There 
is no yardstick by which to decide who will 
get the limited number of cars, refrigera- 
tors, radios, etc. In a war economy, the es- 
tablishment of a priority or rationing sys- 
tem is comparatively easy since a single test 
is used—“Will it aid the war effort?” But 
what test for priorities can be used for 
civilian goods? 

While it seems highly logical to say that 
prices shall remain fixed until “‘supply comes 
into balance with demand,” that is an inade- 
quate yardstick. Supply and demand do not 
exist in a vacuum, they are closely related 
to price. If the wartime price is too low 
fur post-war needs, supply will continue to 
be inadequate to meet the demand at that 
price. The fact is that wartime fixed prices 
are highly arbitrary and bear no relation- 
ship to the underlying economic condition. 
To adjust the economy to this artificial price 
structure may prove to be an impossible 
task. Certainly it would be infinitely more 
difficult than permitting the price structure 
to become adjusted to the needs of the econ- 
omy when the Japanese war is ended. Dur- 
ing the war period, mistakes in handling the 
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controls have been obscured because costs 
could be disregarded and because of the fine 
cooperation received from industry and the 
American people. These conditions will not 
be fully present after the war. The price of 
mistakes will be unemployment and disrup- 
tions to our economy. 


RECONVERSION POLICY 


HE keynote of WPB Chairman Krug’s 

report on reconversion policy is that 
private enterprise rather than the govern- 
ment is to carry out the changeover to peace- 
time activities. According to Mr. Krug: 


“the choice of what and how to produce, 
buy and sell, after positive assistance to the 
military and essential war supplying activi- 
ties, will be left to the decisions of the thou- 
sands of manufacturers, wholesalers, re- 
tailers, farmers and ultimate consumers 
rather than to government agencies and of- 
ficials.”’ 


To achieve this objective, Mr. Krug points 
out “it is necessary to get rid of regulations 
and production limitations as quickly as pos- 
sible.” He correctly states that such con- 
trols “automatically put ceilings on initia- 
tive, imagination, and resourcefulness” and 
involves a large quantity of irksome “paper 
work.” This recognition by a key official 
of the restrictiveness of government con- 
trols is an important first step on the road 
to adoption of appropriate national policy. 

Dislocations will take place during the 
transition period—even under the most fav- 
orable conditions. The cancellation of bil- 
lions of dollars of war orders, the shifting 
of population, demobilization of the armed 
forces, and other developments will create 
serious stresses and strains. The sooner 
weak spots are cleaned out, the sooner we 
can return to a healthy peacetime economy. 
There will be a great temptation to adopt 
various palliatives which would merely post- 
pone the eventual “day of reckoning.” This 
is particularly true in war boom towns with 
greatly expanded war plants which in some 
cases will not be convertible to peace time 
use (for example, ammunition loading 
plants.) Local chambers of commerce and 
union leaders will come forth with numerous 
plans to control our way back or for spend- 
ing programs to alleviate distress. Mr. 
Krug recommends that “we must not be 
stampeded by such dislocations into elabor- 
ate controls or special dispensations.” This 
is good advice but it will undoubtedly meet 
much political resistance. 





BRETTON WOODS AS CAUSE AND AS EFFECT 


HE Bretton Woods agreement to es- 

tablish an international monetary 
fund and an international bank has 
been made a symbol of international 
cooperation. According to this inter- 
pretation, anyone in favor of the plan 
is an internationalist; anyone against 
it is a nationalist. An indication of the 
extremes to which this propaganda has 
gone is the claim of its proponents that 
the alternative to Bretton Woods is 
World War III. These extreme claims 
do not appear to be warranted and may 
do the cause of internationalism a ser- 
ious disservice. 

International monetary stability is an in- 
dispensable prerequisite for large scale for- 
eign trade. But it is a fatal mistake to as- 
sume that this stability can be achieved in- 
dependently of other factors. Stable for- 
eign exchange rates are a result of underly- 
ing stability, rather than a cause of that 


stability. In this respect, foreign exchange 
rates are similar to any other prices. Merely 
because a price is stabilized does not mean 
that it reflects adequately or controls the 
underlying forces. The tremendous build- 
up that has been given to Bretton Woods as 
a symbol ignores this fundamental truth. 
It will be impossible to attain any meaning- 
ful international exchange stability until 
the internal economies have recovered from 
the impact of major wartime dislocations. 

General Leonard P. Ayres of the Cleve- 
land Trust Company recently described in 
detail our efforts to stabilize foreign cur- 
rencies after World War I. As the result 
of these activities, 


“the exchange rates for nearly all the Eur- 
opean currencies continued to be far higher 
than was justified by their fiscal and eco- 
nomic conditions because loans from our 
government provided funds with which they 
were artificially supported. The result was 
an export boom and a serious post-war in- 
flation.” 
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But this support could only be temporary 
and all that it did was to delay the ultimate 
decline in the value of these foreign curren- 
cies. General Ayres concluded “Our public 
loans and our private funds that had been 
used to support the exchange values of their 
currencies had harmed them and they had 
harmed us. We should have been much bet- 
ter off if we had taken our post-war read- 
justment at the end of the war instead of 
two years later. We were all braced for it 
then.” 


Internal stability in any country requires 
balancing budgets, cutting government ex- 
penditures, reduction of government bor- 
rowing, stopping the printing of irredeem- 
able paper money, reestablishment of pro- 
ductive capacity, return of huge numbers 
of persons to their homes, wiping out war- 
time inflation, etc. Bretton Woods has a 
useful place in the international scheme of 
things; but it must be supplemented by 
these measures if it is to be meaningful. 
Unless such actions are taken, exchange 
stability cannot be achieved — Bretton 
Woods as a symbol of international coopera- 
tion would prove a snare and a delusion. 
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UNEMPLOYMENT STATISTICS 


S war production is cut back in tne com- 
ing months, there inevitably will be an 
increase in the number of unemployed. 
Even under today’s tight labor conditions, 
almost a million people are reported to be in 
this category. Judge Vinson stated in his 
report “The War-Phase Two” that this total 
would be increased to 2,500,000 during the 
next six months. He anticipated that the 
number will not be larger because some war 
workers and men demobilized from the 
armed forces will be absorbed in civilian in- 
dustries. However, all data concerning un- 
employment will be very suspect during the 
next few years. 


It is highly probable that we will have 
statistical unemployment which will be 
much in excess of the actual unemployment. 
The reason for this disparity is found in the 
fact that some 7,000,000 people—children, 
women, and oldsters have entered the labor 
market temporarily during the war. A 
large number of these people will retire 
from the labor market, when they lose: or 
leave their war jobs. Although these people 
will no longer be part of the labor force, 
they will continue to be listed as unemployed 
as long as they receive their unemployment 
insurance. For the purpose of obtaining 
unemployment compensation, they will be 
unemployed, while for the purpose of taking 
jobs, they will not be available. Thus, as a 
basis for public policy, unemployment statis- 
tics will have to be used and qualified with 
great care. 


Railroad Securities 


Most of the leading railroads have made 
such large reductions in their outstanding 
bonds, and have been so successful in refuni- 
ing their issues at lower interest rates that 
they should be able to meet their fixed charges 
in the future even in times of poor business. 
Railroad credit has now been largely reesta! 
lished so far as their bond issues are c 
cerned, but that is by no means the case wi’! 
respect to their stocks. 


Their stock prices and their bond prices ae 
so far apart on the price scale that it seein: 
clear that either their bond prices are too hi”! 
or their stock prices are too low. This is "» 
applicable to each individual road, but it is 
probably true of the railroads in general t! 
prices of stocks have not yet adequately 
flected the improved earning power that v 
result from the reductions in fixed charges 


Cleveland Trust Co. Business Bulletin, March 
1945. 





Business and Post-War Taxes 


With high post-war federal budgets, a 
drastic reduction in post-war federal taxes is 
improbable, declared Peter Guy Evans, of 
Janis, Bruell & Evans, Certified Public Ac- 
countants and Tax Consultants of New York, 
at the Federal Tax Forum of the New Jersey 
and Essex County Bar Associations held in 
Newark on May 28. 

Since 1940 tax burdens have fallen more and 
more upon the small or moderate-sized bus- 
iness. The close corporation, partnership and 
business individual, said Mr. Evans, “will be 
in a poor cash position when war contracts 
are cancelled and taxes have to be paid. Since 
their investment in inventory, machinery and 
equipment is unusually high, they will lack 
working capital or reserves necessary for con- 
version into peace time production.” He urged 
that the benefits of the carry-back provisions 
be hastened so that small business, the foun- 
dation of American business, will be able to 
carry on. 

“To induce new capital, the carry-forward 
provisions should be extended to four years. 
The first few years in new business, being the 
most difficult, are usually loss years, and, 
therefore, the two year present carry-forward 
provision is wholly inadequate. 

“Despite promises to drastically reduce both 
- the corporate excess profits tax and personal 
income tax after V-J Day, our taxes will most 
likely be decreased only about 10% each year. 
Although we anticipate five to seven years of 
good business and prosperity, we cannot close 
our eyes to the fact that with a national debt 
of nearly $300 billion our post-war budgets 
perforce will run around $22-25 billion. They 
will provide $7-8 billion for interest on Gov- 
ernment Bonds, relief for veterans, aid to 
farmers, expenditures for military establish- 
ments, etc.” 

Consequently, the 854% net excess profits 
tax will be so reduced that in four years it 
will be a flat 40% tax. With the elimination 
of the present 10% credit, the rate for 1946 
would be about 78%, for 1947—62%, for 1948 
—51%, and for 1949—40%. Such a gradual 
but planned reduction will siphon off the high 
profits which will be earned when it returns to 
peacetime and civilian production. 

With such an excess profits tax, the Govern- 
ment could raise the specific exemption to 
$25,000, or in the alternative, grant corpora- 
tions a 10% increase in the excess profits tax 
credit. 

Finally, Mr. Evans strongly recommended 
“immediate elimination of both double tax- 
ation on dividends, and of the capital stock 
and declared value excess-profits taxes. The 
present personal surtax exemptions should be 
retained, but the surtax rates must be reduced 
so that individuals will get an effective re- 
duction of 10-11% per annum for the next 
three or four years.” 
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Working Capital at New High 


Working capital of American corporations 
exclusive of banks and insurance companies, 
increased to a peak of about $45,500,000,000 at 
the end of 1944, the Securities and Exchange 
Commission reported in its analysis for the 
final quarter of last year. 

Since 1939 the working capital of American 
industry increased $21,000,000,000, or 85 per 
cent. Then, too, large refunds may accrue to 
corporations in the post-war period as a result 
of the income and excess-profits tax laws. 

Taken as a whole, American industry is in a 
more favorable financial position than ever be- 
fore in its history and has the ability to recon- 
vert to peacetime production and also to under- 
take considerable expansion without recourse 
to outside sources of funds. 

“The most striking changes in current assets 
and liabilities during the five-year period were 
the increase in cash from $10,900,000,000 to 
$26,100,000,000, the increase in holdings of 
United States Government securities from 
$2,200,000,000 to $20,800,000,000, and the in- 
crease in Federal income tax liabilities from 
$1,200,000,000 to $16,000,000,000. The increase 
in holdings of Government securities alone, al- 
most entirely short-term, more than off-set the 
increase in Federal income tax liabilities. 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


BASIC INVESTMENT POLICY 


A. Investment Economics — Fixed Dol- 
lar vs. Equities: In view of the compara- 
tively low purchasing power of today’s dol- 
lar, and of the dollar’s record of purchasing 
power under economic conditions that have 
existed since 1800 we find justification for 
maintaining a sizable portion of family cap- 
ital in fixed dollars as a permanent policy. 

The record shows that we have not expe- 
rienced conditions whereunder today’s dol- 
lar has had less purchasing power than it 
has today with the exception of short pe- 
riods discussed below. 

According to the National Industrial Con- 
ference Board, since the vear 1800 we find 
the following record with respect to the cost 
of living and wholesale price trends, both 
indicative of the dollar’s purchasing power. 

Cost of Living: With exception of the 
1919-20 era, we find that since 1820 the cost 
of living has always been lower than it is 
today. For our purposes this means that, 


with the exception stated, the dollar has al- 
ways had greater purchasing power than to- 


day for the necessities of life. 

Wholesale Prices: Since the year 1800 
there have been only three periods when 
wholesale prices were higher than today. 
These periods are 1812-16, War of 1812; 
1863-66, Civil War; and 1917-20, World War 
I. During these periods prices were from 
approximately 25% to 46% higher than to- 
day. But, each of these three periods lasted 
only three to four out of a total of 145 years. 

It is true that today we have price con- 
trols, which may be the main reason why 
prices are not as high today as during other 
war periods. Also, that our standard of liv- 
ing is now higher. These factors may not 
mean that price trends of the past will 
carry along into the future as to post-war 
price adjustments. However, our record 
definitely justifies that some reasonable per- 
centage of family capital, at all time, should 
be tied to the dollar, with any temporary 
hedging against inflation being accom- 
plished by the remaining portion of family 
capital. But, we are here concerned only 
with the percentage of family capital that 
should “always” be maintained in fixed dol- 
lars, not with respect to any temporary in- 
vestment position. 


When making this division with dollars of 
low purchasing power, the percentage allo- 
cated to fixed dollars could be higher than if 
such division is made during other periods. 
As a result, it would appear advisable to 
consider that at least 40% to 50% of family 
capital should be tied to the dollar. The re- 
mainder is then available for investment in 
equities, additional fixed dollars, or to be 
held uninvested in cash, as directed by cur- 
rent investment and economic judgment. 


B. Selection of Fixed Dollar Type In- 
vestments — Our next step, then, is to select 
the most advantageous fixed dollar type of 
investment to fit this basic policy. 


Currency: Family capital held in cash, of 
course, accomplishes the fixed dollar objec- 
tive, but such form of holding capital is nat- 
urally unproductive of income. 


Adequately Secured Bonds: This form of 
investment is productive of income, but all 
such bonds bear a fixed maturity date in - 
terms of a limited number of years. Thus, 
upon the maturity of bonds, the investor is 
faced with a problem of reinvestment at a 
time when conditions may be adverse for 
such purposes. In addition, bonds issued by 
private corporations are naturally only 
backed by the net assets of the issuing com- 
panies. The interest received on all bonds, 
with the exception of municipal bonds, is 
subject to current income tax. Thus, if the 
investor is in a high tax bracket, the net 
productiveness of this form of income be- 
comes inconsequential. 


Cash Reserves With Life Insurance Com- 
panies: This form of investment, employed 
on a single premium (paid-up) iife insur- 
ance basis, enjoys the following advantages 
over certain other forms of fixed-dollar in- 
vestments ’in situations where it fits. 


1. The payment of principal and income 
dollars are guaranteed by the assets o/ 
the issuing companies, a minor part o/ 
which is invested in plant and equip 
ment. 

. There is no forced maturity date unde) 
such policies as under this form of in- 
vestment the guarantee of principa' 
and income dollars continues for a life- 
time, if desired. Otherwise the matur- 
ity date is at the option of the investor 





3. The interest earned on cash reserves 
in these policies is not subject to cur- 
rent income tax to the investor. As a 
result, a 3% non-taxable income is 
equivalent to a much higher return if 
in the form of taxable income. 


. Available in this form of investment 
is a possible capital appreciation upon 
the death of the investor, not subject 
to income or capital gains tax, which 
can be used to pay inheritance and es- 
tate taxes, levied against the estate of 
the investor at his death. 


. At least in some states the cash re- 
serves under these policies payable to 
a third person beneficiary are protected 
against claims of creditors of the in- 
sured. 


LIVING TRUSTS FOR INCOME 
ACCUMULATION 


HIS plan, which should be considered 

only for a small portion of total family 
capital, may achieve important objectives. 
An irrevocable living trust could be created 
immediately, whereunder an_ individual 
would transfer to it a reasonable amount of 
property. The trust could provide that the 
income earned by such assets should be ac- 
cumulated in the trust during a specified pe- 
riod. Some states allow income to be ac- 
cumulated in the trust during the lives of 
adults, as well as minors, whereas other 
states allow such accumulations only during 
a minority. However, to the extent allowed, 
this accumulation of income causes such in- 
come to be taxed to the trust as a separate 
tax entity, starting at the lowest brackets of 
taxation. An important current income tax 
saving is thus effected, because through the 
creation of the trust, the person creating it 
naturally gives up the amount of income 
earned on the property transferred to the 
trust. This means that the highest applic- 
able income tax rate of the donor is saved, 
and the trust would pay an income tax down 
in the lower tax brackets. Over a period of 
time, therefore, the income accumulated in 
the trust is built up to a considerable extent 
out of current income tax savings. If the 
trust had provided that income should be ac- 
cumulated until the death of the father, then 
he would have created, for his children, a 
much larger fund than would have been 
otherwise possible. 

In addition, there would also be an im- 
portant saving in taxes on the principal of 
the trust. Although a small gift tax would 
be payable at the time the trust is created 
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if it and previous gifts exceeded $30,000, 
upon the donor’s death there would be a sav- 
ing in estate taxes at the highest tax rate 
applicable to his estate. Furthermore, the 
gift tax is only levied upon the amount or- 
iginally transferred to the trust, and the 
income pyramided therein is free not only 
of gift tax but also of estate tax. 


Shop Talk Session for 
Men in Service 


The annual meeting of the District of Co- 
lumbia Bankers Assn. featured a shop talk 
session attended by bank officers now in the 
Armed Forces or war agencies, and stationed 
in Washington. Sidney Taliaferro, vice presi- 
dent and trust officer of the Riggs National 
Bank, retiring president of the Association, 
invited them to the first evening meeting 
where they talked over developments with the 
men of the capitol area active in the business 
tu which they hope to return when the war is 
ended. 


Bruce Baird, president and former head of 
the trust department of the National Savings. 
& Trust Co., was elected president to succeed 
Mr. Taliaferro. 
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Trust Companies of Ontario Elect 


A. Roy Courtice, of the Toronto General 
Trusts Corporation, was elected President of 
the Trust Companies Association of Ontario at 
its Annual Meeting held at the King Edward 
. Hotel, Toronto, 
* on May 22nd. He 
- succeeds H. A. 

Clarke of the Na- 

tional Trust Com- 

pany. Other of- 
ficers elected for 
the ensuing year 
were: T. D’Arcy 

Leonard, K.C., of 

the Canada Per- 

manent Trust 

Company, Vice- 

President, and L. 

G. Goodenough, 

Toronto, Secre- 

tary-Treasurer. 

The Executive 

Committee of the 
Association will be composed of the General 
Managers of the member companies. 

Addresses were made by Henry F. Janes, 
M.A., of Public Relations Services Limited, 
Toronto, on the subject, “The Unused Power 
of Public Opinion,” and by Mr. Clarke, which 
will be reported in the subsequent issue, 


A. ROY COURTICE 
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INDIANA FIDUCIARY OFFICERS 


The Indianapolis Corporate Fiduciaries Asso- 
ciation elected the following officers at its 
May meeting: 


Pres.: Thomas M. Hendricks, secretary and 
trust officer, Security Trust Co.; Vice Pres.: 
Francis A. Ohleyer, senior trust officer, 
Fletcher Trust Co.; Secretary-Treasurer: Ken- 
neth L. Peek, assistant secretary, The Union 
Trust Co. 
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JONSCHER PRESIDENT OF WASHINGTON, 
D. C. LIFE INSURANCE & TRUST COUNCIL 


Earl G. Jonscher, assistant trust officer of 
American Security & Trust Co., is the’ new 
president of the Washington Life Insurance 
and Trust Council, succeeding Leopold V. 
Freudberg. Vice President is John L. McEl- 
fresh of Connecticut Mutual Life Insurance; 
treasurer, Lester A. Lawrence of National 
Savings & Trust Co., and secretary, T. Loehl 
O’Brien of Massachusetts Mutual Life. 

In his annual report, Mr. Freudberg sug- 
gested that a more watchful attitude on legis- 
lation be taken by Trust Council members. A 
special legislative committee to report on such 
proposed measures is expected to be organ- 
ized. 

re) 


MASSACHUSETTS TRUST ELECTIONS 


The following were nominated for Massa- 
chusetts members and officers of the Ameri- 
can Bankers Association, Trust Company Divi- 
sion, until 1948: Edward T. Chamberlain, vice 
president and treasurer of Security Trust Co., 
Lynn; Walter B. Chase, president of Hyannis 
Trust Co.; Robert R. Duncan, president of 
Harvard Trust Co., Cambridge, and Marcus 
N. Wright, president of Gardner Trust Co. 
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PHILADELPHIA LIFE INSURANCE & 
TRUST COUNCIL ELECTS 


Officers elected at the annual meeting of the 
Philadelphia Life Insurance and Trust Council 
on May 17th were: President: J. Marshall 
Crosman, Real Estate Trust Co.; Vice Presi- 
dent: Albert W. Moore, New England Mutual 
Life; Treasurer: J. M. Willcox, Fidelity-Phil- 
adelphia Trust Co.; Secretary: L. A. Hauslein, 
Provident Mutual Life. 

Dr. Claude Benner, vice president of Contin- 
ental American Life Insurance Company, dis- 


-cussed the outlook for interest rates and set 


off a lively question and answer period. 
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Where There’s A Will... 


RNIE PYLE, the “G. I.’s favorite” war 

correspondent and author, left the 
major portion of his estate in trust for the 
benefit of his widow, who will receive $100 
per week for life, plus such additional sums 
as the trustee deems necessary for her com- 
fort, and for “medical expenses, travelling 
expenses or purchase of an automobile or a 
home.” With the consent of Mrs. Pyle, the 
trustee may give up to $5,000 each to 
Ernie’s father, aunt, mother-in-law and sec- 
retary. To an individual whom he befriend- 
ed in Manila 23 years ago, Pyle gave $2,500. 
After Mrs. Pyle’s death, one-half of the 
trust fund is to be divided equally among 
his mother-in-law, sisters-in-law and broth- 
ers-in-law. The other half will be distrib- 
uted among a large number of beneficiaries 
in varying percentages. The will, which 
was drawn on December 19, 1944, names the 
Albequerque National Trust & Savings 
Bank as executor and Pyle’s brother-in-law 
as trustee. 


* * * 


Financial editor of The New York Times 
since 1920, Alexander Dana Noyes left the 
bulk of his estate to a niece, he being un- 
married. Author of a three-volume history 
of American finance, Mr. Noyes requested 
his niece to dispose of certain items of per- 
sonal property in accordance with a memor- 
andum, expressing confidence that she would 
follow his wishes although the memorandum 
had no binding effect under New York law. 
After cash bequests of $85,000 to relatives 
and $12,000 to charities, one-quarter of the 
rest of the estate goes to the niece outright, 
with the remainder held in trust to pay her 
the income for life. Upon her death, the 
trust fund is to be paid to her issue; if she 
leaves none, $25,000—but not more than 
one- half of the fund—is to be given each to 
Mr. Noyes’ brother and nephew; any excess 
will go to the named charities. An attorney 
friend and The Fifth Avenue Bank of New 
York are named co-executors and co-trus- 
tees in the will. 


Laura d’Oremielx Roosevelt, widow of a 
first cousin of President Theodore Roosevelt 
and descendant of Oliver Wolcott, a signer 
of the Declaration of Independence, be- 
queathed to her three children all her jew- 
elry, heirlooms and personal effects, request- 
ing but not obliging them to dispose of them 
in accordance with a memorandum refer- 
ring to her will. Cash legacies were given 
to persons who were employees of Mrs. 
Roosevelt at the time of her death. One-half 
the residue is to be divided equally among 
her daughter and two sons. The other 
half is to be set up in equal trusts to pay the 
income therefrom to each of them. Upon 
their respective deaths, the principal is to 
be divided into as many parts as there are 
children of the income beneficiary surviving 
her or him or leaving issue. These shares 
are to be paid outright to the issue of any 
deceased child, to children who have reached 
the age of 25, and to children not in being 
at the time of Mrs. Roosevelt’s death. The 
share of any child in being on the latter date 
is to be held in trust until he or she attains 
the age of 25. Mrs. Roosevelt provided that 
any advancements she had made to her chil- 
dren, not repaid or charged off as evidenced 
in her books, should be charged against the 
share of the estate due to such child. She 
named her two sons and Bankers Trust 
Company of New York as executors and 
trustees. 
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. . IF HE HAD MONEY 


“Visiting a newly rich friend in the country, 
Wolcott Gibbs refused to be impressed by ten- 
nis courts, swimming pools, stables, and other 
forms of luxury. Finally, returning to the 
house, the owner pointed to a magnificent elm 
growing just outside the library window and 
boasted: “That tree stood for 50 years on top 
of the hill. I had it moved down here so on 
pleasant mornings I can do my work in its 
shade.” 

Said Gibbs: “That just goes to show what 
God could do if he had money.” 


FRANK CASE, in his book Do Not Disturb; pub- 
lished by Lippincott. 
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NEWS FROM NEW BUSINESS FRONT 


””? 


66 URING the next ten minutes... 
These words appear on the cover of 
a new photographic booklet published by 
The Central Trust Company of Cincinnati, 
representing a novel departure from the 
traditional style of trust advertising. 
Through pictorial presentation of behind- 
the-scenes operations of the Trust Depart- 
ment, the booklet accomplishes its objective 
of translating the mechanics and termin- 
ology of corporate fiduciary functions into 
visual terms. The brochure is wisely not in- 
tended for general distribution to the trust 
prospect list but rather for personal presen- 
tation at the conclusion of a call. 
Questions we are often asked. The Mon- 
treal Trust Company has published a book- 


STREAMLINED .+-for the Eighties 


It's helene ay from Grandmother's kitchen stove to the electric range of today. 
However. in the days when randmother used her crude equipment, finding a 
good ii ante tiarenadits ich easier than it is now. 
Today, with a diminished rate of return on most invest- 
ments. men “in the know” place greater emphasis on 
the sound values and timeliness of adequate life 
insurance. 


We offer to you and | your life underwriter the services 
}sontheae in helping you to incorporate life 

insurance into your estate plan to yield you and your 
family the most in benefits. 


Southern California’s Oldest Trust Company 


Title Insurance and Trust Company 
433 Seuth Spring Street, Les Augeles 13, Califernia 


Trust ad with a Home Touch 


Trust New Business Column 


let entitled “Wills - Estates - Trusts - Suc- 
cession Duties” which contains information 
on the questions most frequently asked by 
trust prospects. The question-and-answer 
form makes the pamphlet readable and un- 
derstandable. A similar pamphlet for dis- 
tribution primarily among _ professional 
groups will be issued shortly. 

Business from commercial side. The im- 
portance of cooperation of officers, directors 
and employees of the commercial depart- 
ment in developing new trust business is in- 
dicated in the May Trust Bulletin. A sur- 
vey conducted by the A.B.A. Trust Division 
Committee on Trust Information reveals the 
various methods used to elicit such coopera- 
tion. The Committee, which is headed by 
Craig R. Smith of Central Hanover Bank 
and Trust Company, New York, received 
193 replies to its questionnaire. In the same 
issue is the latest of Gilbert Stephenson’s 
Studies in Trust Business—on the same 
subject as the survey. 

“A Trust Parade for Bank People.” Un 
der this title, Robert J. Izant of Central Na 
tional Bank of Cleveland has an article i: 
May Burroughs Clearing House in which hi 
describes the Saturday afternoon review 0' 
trust work conducted by his trust depart 
ment officers for 106 officers, departme: 
managers and division chiefs of the ban! 
Well worth reading. 

Official staff. This is indeed a month fo 
the commercial side of the bank as a sour 
of new trust business. The trust develo; 
ment section of the May Bulletin of th 
F.A.A. contains a report by Floyd L. Dwigh 





of First National Bank of Minneapolis on 
bank executive cooperation. 


“An Introduction to Pension Trusts.” 
This 20-page, attractively printed brochure 
takes the financial and personnel picture of 
a hypothetical corporation and traces the ap- 
peal of a pension trust (profit sharing is 
purposefully omitted) for an executive, a 
stockholder, a key employee, and the run-of- 
the-mill worker. The methods of funding a 
pension plan are explained as is the applica- 
tion of the rules in determining the tax 
qualification of the plan for this corporation. 
if you want to know which type of plan is 
finally selected for this employer, write to 
author Earl MacNeill at The Continental 
Bank & Trust Co. of New York. 


Profit sharing approach. Recognizing the 
reluctance of many employers to assume the 
fixed obligations of a pension plan, the Hart- 
ford-Connecticut Trust Company is stress- 
ing the consideration of a profit sharing 
trust in a folder briefly outlining the details 
of such a plan as approved by the Treasury 
Department. 


Chines Told of Benefits 
Of the Common Trust Fund 





The history and function of the | 
Common Trust Fund was told yes- | 
terday by G. Macy Wheeler, Trust 

.| officer, First National Bank and 
Trust company, in his talk to _t 
wanis club members in the Strat- 
field hotel. 

“The Common Trust fund is the 
inexpensive way of giving the 
small trust advantages that form- 
erly only people of larger means 
could afford,” Mr. Wheeler said. 
“Since a bank is, in a sense, a) 
public institution, it should be pre- | 
pared to. meet the needs of the 
whole public, and this trust fund 
surely is one of these ways.” 

Tells of Savings Deposits 

The mechanics of savings banks’ | 
deposits was described by the| 
speaker as point of comparison 
with the function of the Common 
Trust fund. 

“When you deposit money in the 
savings bank, it is added to other 
money the bank receives—money 
from Tom and Dick and Harry. It 
is all put together and invested in 
legal investments so that you own 
a fractional interest in many} 
sound investments. That means | 


Short(s) Story 





} 


security for your money and when ' 
you want it back, you draw it out. 
It’s all very safe and simple. | 

“A Common Trust fund,” he con- 
tinued, “provides the means of in- 
vesting money out of the small 
trust funds of Tom and Dick and | 
Harry on the same principles as in 
the case of the savings bank. Their | 
funds are combined and legal in- | 
vestments for trust funds sre; 
bought with the moneys from diff- 
erent individual trusts.. Each trust | 
fund can get its money out of the 
Common Trust fund if it needs 
it for any reason whatsoever. 





Ps , 
Actress Adele Jergens 


From The Bridgeport Telegram 
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ONE LOVABLE TRAIT 


Everywhere I went in the Pacific I was the 
first comedian to entertain the boys. Every- 
where but Midway. The gooney birds were 
there ahead of me. Nobody but a God with 
a sense of humor could have thought up such 
a bird. One and a half feet tall, good-natured 
from his cowlick to his pigeon toes, he com- 
bines absurdity with dignity, like a deacon on 
a drunk. He’ flies as if riding a bicycle uphill. 
When he lands on the water he puts out his 
neck and skates on his belly. When he lands 
in the dirt he often forgets he’s got to use a 
different technique, so he skids across the sand 
on his double chin, and then he gets up and 
looks around reproachfully as if somebody 
shoved him. He does that over and over, for 
one lovable trait about a gooney bird is that 
he never learns.” 

by JOE E. BROWN in “Your Kids and Mine.” 
i () 
EFFECTIVE PUBLICITY 


A highly effective, if accidental, example of 
attractive financial news reporting was that 
accorded the recent talk on the Common 
Trust Fund made in Bridgeport last month 
by G. M. Wheeler of the First National Bank. 
Outlining the special advantages of the fund 
as to principal and income return, he de- 
scribed the reasons for its development and 
the conditions under which it was useful to his 
fellow townsmen, with emphasis on the im- 
portance, in these times of both trained super- 
vision of invested savings and of a diversifi- 
cation formerly available only to the wealthy. 
Needless to say, the excellent cooperation of 
the press extended the audience very con- 
siderably, as illustrated at left. 

—_—_——0 


New Trust Studies 


The third and fourth studies in Gilbert 
Stephenson’s Studies in Trust Bnsiness, third 
series, are published in the April issue of 
The Trust Bulletin. They are titled: “Should 
My Bank Have A Trust Department?” and 
“Compensation for Extraordinary Trust Ser- 
vices.” 
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INVESTMENT AGENCY FUNCTIONS 


The following text is used to describe the 
Agency Account Service offered by the 
United States Trust Company of New York. 
It is presented in a four page leaflet which 
also contains a “typical letter” opening such 
an account: 


Investment Advice 


Agency Account portfolios are under con- 
tinuing supervision, the aim being to give the 
investor constructive advice in forming general 
investment policy and specific recommendations 
as to sales and reinvestments when it is de- 
sirable to change any security held. This ad- 
vice is based on careful studies by trained 
specialists, supplemented by the experienced 
judgment of officers devoted to the manage- 
ment of investments. 


Sources of information include frequent in- 
terviews with the corporations themselves, field 
surveys, personal contacts developed over many 
years, as well as numerous statistical services. 
In advising on investments, full consideration 
is given to the income requirements, tax status, 
and aims of the particular investor. 


Safekeeping of Investments 


The Company assumes responsibility, at no 
extra charge, for the physical safety of the 
securities, as well as the time-consuming work 
of selling and buying, collecting and remitting 
income, keeping complete records of all trans- 
actions and rendering regular statements. 


Income Tax Service 


Income Tax returns, if desired, will be pre- 
pared by an expert staff, at a small additional 
charge based on the work involved. 


Agency Account commissions on taxable in- 
come are allowable deductions in calculating 
Federal and New York State income taxes. 

Non-residents incur no New York State in- 
‘come or estate ‘tax liability by keeping their 
securities in an Agency Account in New York. 


“Providing thoroughly 
modern trust services 


First AND MERCHANTS 
National Bank of Richmond 
Member Federal Deposit Insurance Corporation 
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Cost of Agency Account 


It has been the policy of the Company ove) 
many years to compute its Agency Account 
fees on income rather than on the principa 
value of the fund, in the belief that this is : 
fairer and more suitable basis of compensation 
This charge is at the rate of 4% of the firs: 
$20,000 of annual income and 3% of any excess 
with a minimum annual charge of $200. 


Letter of Instructions 


On the opposite page is a typical letter of 
instructions, subject to modification to meet 
particular needs and requirements. 

If you feel that this service might be of 
help to you in the management and care of 
your investments, a personal interview would 
be welcome. 


An authentic reproduction of the balcony of 
Old Federal Hall, on which George Washing- 
ton took the oath of office as first President 
of the United States in 1789, has been erected 
at the Sub-Treasury Building, at Broad and 
Wall Streets, New York. Dressed in colonial 
costumes, girls from the Chase National Bank, 
which constructed the replica, will sell bons 
throughout the period of the Seventh War 
Loan. Purchasers will be handed their bon:/s 
in a folder describing this historic site of the 
first American capitol under the Constituticn, 
where Congress, the Cabinet, and the Supreme 
Court were organized and the Bill of Rights 
adopted. 





OVER-EMPHASIS ON TAXES 


N the 13,455 taxable estates for which 

returns were filed in 1942 (on 1941 es- 
tates), the total federal tax liability was less 
than 3% for all the estates under $100,000 
gross value.* While the 6,122 estates ex- 
ceeding that amount accounted for by far 
the greater part in value of all taxable es- 
tates (over $40,000) those with gross of be- 
tween $40,000 and $100,000 were greater in 
number: viz. 7,333. Thus, to the majority, 
in number, of estate owners, the estate tax 
is not the all-controlling or even primary 
concern. 

While a great deal of trust company ad- 
vertising has been directed to the taxes on 
capital, it is interesting to note that two- 
thirds (67%) of all estates accepted by trust 
banks in five representative and sizeable 
cities were of less than $100,000 in gross 
value. Thus, it would appear that other ad- 
vantages of professional fiduciary service 
are of more importance to the large major- 
ity of customers as well as prospects. Add 
to this the growing trend by larger trust 
institutions to solicit, as well as to accept, 
“smaller estates,” and we must conclude that 
death duties are not the most important is- 
sue. 

The further difficulty of accumulating es- 
tates of much over $50,000 under current or 
prospective income tax rates makes it ap- 
pear advisable not to concentrate our think- 
ing on the “Vanishing American”—the man 
with millions or even good fractions thereof 
—but to address ourselves more and more 
to the practically ‘‘non-taxable” estate own- 
er. It is generally conceded the growth of 
trust department business will be in the 
“under $100,000” class—and here there are 
more terrible termites than death taxes. 


*Statistics of Income for 1941; Part I, p. 258. 
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Monroe Heads Trust Group 


Robert Monroe, III, vice president in charge 
of trusts at Colonial Trust Company, Pitts- 
burgh, was elected chairman of the Trust Com- 
pany Section of the Pennsylvania Bankers As- 
sociation at a meeting of the committeemen of 
the Section held in lieu of the annual conven- 
tion. Mr. Monroe succeeds Robert A. Wilson, 
trust officer of The Pennsylvania Company, 
Philadelphia. Sterling L. Wandell, vice pres- 
ident of Wyoming National Bank, Wilkes- 
Barre, was named vice chairman, and Robert 
U. Frey of The Pennsylvania Company con- 
tinues as_ secretary-treasurer. Charles A. 
Schreyer, vice president of West Branch Bank 
and Trust Company, Williamsport, was chosen 
State vice president of the A.B.A. Trust Di- 
vision. 
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Trust Council Elects 


At the annual meeting in New Haven, Hollis 
L. Woods, general agent of the Mutual Life 
Insurance Co., was elected president of the 
Connecticut Life Insurance & Trust Council, 
succeeding William C. Fenniman, of Phoenix 
State Bank & Trust Co., Hartford. Others 
elected were: 

Vice Pres.:—Stanley Hoyt, South Norwalk 
Trust Co. 

Secretary:—G. Harold Welch, New Haven 
Bank N.B.A. 

Treasurer:—Frank S. Brainard, Mutual Ben- 
efit Life Ins. Co. 


0. 


District of Columbia Bankers Association 
elected Edwin B. Shaw chairman of the Fidu- 
ciaries Section, at its meeting last month. Mr. 
Shaw is assistant trust officer at The Riggs 
National Bank. William Simmons of Liberty 
National Bank was elected vice president, and 
Willard McGraw of Union Trust Co., secre- 
tary. 


Trust Company in our 
State 


Refer your Delaware Problems To Us 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


CALIFORNIA 


Los Angeles & Pasadena—Robert H. Bolman, 
former assistant vice president with the 
UNION BANK & TRUST CO., Los Angeles, 
became executive vice president at the PASA- 
DENA-FIRST NATIONAL BANK; O. B. 
Wells appointed assistant cashier at the Union 
Bank & Trust. Mr. Bolman is a former pres- 
ident of the Independent Bankers Assn. of 
Southern California and is active in the Cali- 
fornia Bankers Assn. Mr. Wells was recently 
appointed to the Board of Governors of the 
American Institute of Banking, Los Angeles 
Chapter, where he will engage in formulating 
and directing the educational program for its 
members. 


ROBERT H. BOLMAN 


Pasadena—CITIZENS COMMERCIAL 
TRUST & SAVINGS BANK appointed G. 
Morton Minot as trust officer and Richard W. 
Redfield as investment officer. Mr. Minot was 
formerly with the Security Trust Co. of 
Rochester, N. Y. Mr. Redfield was formerly 
with the Minnesota Loan & Trust Co. 

San Francisco—A. P. Giannini has announced 

his retirement as chairman of the board of the 
BANK OF 
AMERICA NA- 
TIONAL TRUST 
& SAVINGS 
ASSN. and _ the 
election of his 
successor, Alfred 
John Gock, now 
senior vice chair- 
man. 

San Francisco— 
CROCKER 
FIRST NATION- 
AL BANK elected 
J. F. Sullivan, Jr., 
executive vice 
president to suc- 
ceed the late 


George J. Kern, ALFRED JOHN GOCK 


DISTRICT OF COLUMBIA 


Washington—Ord Preston retired as pres- 
ident of the UNION TRUST CO. due to i!! 
health, and is succeeded by S. William Miller, 
until recently second vice president, who has 
been with the bank 42 years. 


INDIANA 


Indianapolis—Attorney George W. Eggleston 
has joined the staff of the trust department, 
UNION TRUST CO. For the past four years, 
he was general counsel for the Indianapolis 
Legal Aid Society, prior to which he was 
deputy prosecutor in criminal court. Mr. Eg- 
gleston is a graduate of George Washington 
University Law School. 


KENTUCKY 


Lexington — The following changes were 
made at the SECURITY TRUST CO.: Charles 
N. Manning, president, named chairman of the 
board, a newly created position; Edward S. 
Dabney, vice president, promoted to president; 
J. Robert Smith, treasurer and trust officer, 
also elected secretary. 


MISSOURI 


Kansas City—Robert L. Dominick, vice pres- 
ident and trust officer, has been elected pres- 
ident of the TRADERS GATE CITY NATION- 
AL BANK to succeed his uncle, J. R. Dom- 
inick, who became chairman; William M. Day, 
formerly assistant trust officer, became trust 
officer. 


NEW YORK 


New York — CITY BANK FARMERS 
TRUST CO. recently made the following pro- 
motions: Henry B. Molony, formerly assistant 
trust officer, advanced to trust officer; Robert 
C. Oley and Charles F. Piedmonte, advanced 
to vice presidents; Seth H. Seelye and Myron 
M. Zizzamia from assistant secretaries to as- 
sistant vice president; Clarence G. Noel ap- 
pointed assistant secretary. 


New York—At FIFTH AVENUE BANK, 
Malcolm L. Hadden was elected assistant trust 
officer. Mr. Hadden was formerly assistant 
trust officer at the Union Trust Co., Spring- 
field, Mass. 


New York—Harvey D. Gibson returned to 
active duty as president of MANUFA(‘- 
TURERS TRUST CO., after an extended leave 
of absence in war service abroad. 


New York—William E. Cable, Jr., vice pr«s- 
ident in charge of the transfer department °f 
the CENTRAL HANOVER BANK & TRUsT 
CO., retired May 31st after fifty years of 
service. 





NORTH CAROLINA 


Greensboro—Robert P. Cherry, assistant 
cashier and trust officer, SECURITY NATION- 
AL BANK, was elected vice president. 


New Bern—Frank F. Fagan has been pro- 
moted to vice president, BRANCH BANKING 
& TRUST CO.. and R. N. Scott elected assis- 
tant trust officer. 


WISCONSIN 


Sheboygan—Clarence J. Weber, former as- 
sistant vice president and personnel manager of 
the First Wisconsin National Bank, Milwaukee, 
was elected president of SECURITY NATION- 
AL BANK to succeed D. H. Cooney, resigned. 
Mr. Cooney will become executive vice pres- 
ident for a new banking institution in Ken- 
osha. 
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TRUST INSTITUTION BRIEFS 


Riverside, Cal.—Jerre G. Reed, formerly vice 
president and trust officer of the CITIZENS 
NATIONAL TRUST & SAVINGS BANK, re- 
cently was promoted to major with the Ninth 
Air Force Headquarters in France, where he is 
a military goverment and civil affairs staff 
member. 


Hartford, Conn.—Thomas J. Rogers, trust 
officer of the HARTFORD-CONNECTICUT 
TRUST CO., completed 40 years of service 
with the company, having risen from the ranks. 
Mr. Rogers served two terms in the State Leg- 
islature, and has been active in the Board of 
Selectmen, Police Commission, Board of Edu- 
cation and Park Board of Manchester, Conn. 


Lewes, Del—SUSSEX TRUST CO. elected 
J. Lynn Melvin, of Laurel branch, trust officer 
in charge of its three branches, at Laurel, 
Lewes and Milton. A new by-law adopted by 
the bank provides for a trust committee for 
the three offices. 


Atlanta, Ga.—James C. Shelor, vice pres- 
ident and senior trust officer of the TRUST 
CO. OF GEORGIA, has been named to the 
pension board of the Fulton county school sys- 
tem. 


Kansas City, Mo.—COJ].UMBIA NATION- 
AL BANK moved into their new building at 
921-23 Walnut Street on April 23, following 
25 years of banking service. 


St. Louis, Mo. — MISSISSIPPI VALLEY 
TRUST CO. has changed the name of its 
Securities Analysis Department to the Invest- 
ment Department, it was announced by K. E. 
Penzler, assistant vice president in charge of 
that department. 


Houston, Tex.—On leave from the NATION- 
AL BANK OF COMMERCE where he was a 
trust officer, Col. Gainer B. Jones was. decor- 
ated in France with the Legion of Honor and 
the Croix de Guerre with Palm. 
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Newly elected assistant vice president of the 

National City Bank of New York, Nicholas W. 

Vancil is well 

known in trans- 

portation finance 

circles as a spe- 

cialist in railroad 

bond and _ stock 

analysis, and has 

been active in 

major railroad fi- 

nancial reorgani- 

zations. His arti- 

cle on “Railroad 

Investments and 

Rate Reductions” 

appeared in the 

March 1936 issue 

of Trust Compan- 

ies Magazine. 

NICHOLAS W. VANCIL Starting in 1927 

with the National City Company, he joined the 

Bank when the security affiliate was discon- 
tinued in 1934. 
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Houston, Tex.—At the recent convention of 
the Mexican Bankers Association, B. Ma- 
gruder Wingfield, vice president and trust of- 
ficer of the NATIONAL BANK OF COM- 
MERCE, participated, in behalf of the Amer- 
ican delegation, in the discussion of the United 
States customs regulations and their effects 
on commercial relations with Mexico. 


Roanoke, Va.—C. Francis Cocke retired as 


president of the FIRST NATIONAL EZ- 
CHANGE BANK after 44 years in banking, 
having started his career with the National 
Exchange Bank in 1901. 


New York Trust Co. has announced in- 
crease in the dividend rate to 4% or $1 per 
share, from 87% cents quarterly. The board 
of trustees approved transfer of $5,000,000 
from undivided profits to increase surplus to 
$35,000,000. 


SAMUEL L. 
SELTZER 


Trust officer in charge 
of newly opened trust 
department of the 
Central National 
Bank of Chicago; as 
announced in the 


May issue. 





Here is 
always 
up-to-date 
information 


to help you 
with your pen- 
sion and profit 
sharing bus- 
iness. 


When you refer 
to the Prentice- 
Hall ‘‘Pension and 
Profit Sharing Ser- 
vice,’”” you use the 
same Service that 
is used by the top 
officials of the 
pension trust di- 
vision, Bureau of 
Internal Revenue, 
and most of the 
Bureau’s pension 
plan field examin- 
ers in fifty princi- 
pal cities. 


With this exclusive Service you have the up-to- 
date information you need to assist your customers 
in the planning of: 


1. 


2. 


3. 


The benefits to be granted—retirement, dis- 
ability, death, severance. 

The type of benefit plan to be installed— 
pension or profit-sharing. 

The means of financing—group or individual 
insurance company contracts or general 
market securities, etc. 


Administration of the plan. 


In loose-leaf form the Service features sec- 
tions on: 


Pension Plans and Trusts 


Profit Sharing and Stock Bonus 
Plans & Trusts 


Requirements for Qualification 
Taxation—Deductions 
Wage-Salary Stabilization 
Employers’ Problems 

Forms 

Law, Regulations, Rulings 


A special section of the Service is devoted to 
“Alternative Clauses,’”’ selected from actual quali- 
fied plans; from the hundreds of clauses given, 
you can choose or adapt those which are fitted 
to your customers’ needs. 


Every Section of the Service is kept continuously 
up to date with loose-leaf reports issued twice a 
month which bring you the latest official material 
and editorial explanations. 


For further information, write to 


70 Fifth Ave. 


New York. N.Y. 


/ [PRENTICE Dalr] HALL, Inc] 
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Pension Law Changes 


Discussing future legislative developments 
in pension trust matters, Adrian W. DeWind 
of the Office of Tax Legislative Counsel of the 
Treasury, in a Conference Board talk in New 
York, stated: 

“The first question is in relation to the tax- 
ation of life insurance accompanying pensior 
plans. The present rule is unsatisfactory. It 
excludes from the current tax on life-insurance 
benefits the reserve that is accumulated. In 
view of the fact that under section 22 (b) (2) 
of the code the full amount of the proceeds 
of the life insurance will be exempted when it 
is paid to the beneficiary, I think the present 
rule is wrong. Perhaps the solution would be 
to tax the full value of the life insurance cur- 
rently without any deduction of the accumu- 
lated reserve and provide an administrative 
exemption to avoid the unjustifiable burden 
of collecting very small amounts of tax from 
the average employee covered. 

“That also raises a question which has been 
troublesome as to information returns and 
withholding. The value of the current insur- 
ance benefit, however small, must be computed 
for withholding purposes and tax withheld. 
Perhaps the solution would be to have no with- 
holding on those amounts and provide directly 
that the amounts computed and not subject to 
what might be the administrative exemption, 
would be included in the information return 
filed for each employee. Thus the government 
would have a source of information for picking 
up the tax from the employee. That, however, 
would not be possible under the present W 
(2) form and information returns Form 1099. 

“The capital-gain treatment under section 
165(b), which taxes as long-term capital gain 
a lump-sum distribution in a single year, is 
going to be a troublesome section. Probably 
in a way totally unintended by the Congress, 
the capital-gain treatment can result in a tax- 
payer who receives a single lump-sum pay- 
ment paying considerably less tax than if he 
had received continuing payments over the 
rest of his life. The salary-stabilization con- 
trols enter into this picture, to the extent 
that lump-sum payments may be contem- 
plated within the next few years. — Journa! 
of Accountancy, April. 


(0 
Enemy Property in Two World Wars 


Under the above title, Ralph Stone, vic: 
president of Detroit Trust Company, author- 
itatively describes the administration of alie: 
property during the two wars by the Alie 
Property Custodian and the Treasury Depart 
ment, in an article for the Spring number 0 
the Michigan Alumnus Quarterly Review. M) 
Stone assisted in charting the original organ} 
zation of the APC office in the first war, an: 
served as Director of its Bureau of Trust 
as well as in other capacities. 
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REVISION OF TAXATION OF ANNUITIES AND 
FAMILY CORPORATIONS URGED 


HE report of the Royal (Ives) Commis- 

sion appointed by the Privy Council to 
study the taxation of annuities and family 
corporations in Canada has recently been 
made public. 


Recommendations on Annuities 


1. That the capital element represented in 
contractual annuities should be exempt from 
taxation under the Income War Tax Act but 
that that portion which represents interest 
accruing shoud be taxable as income. 

2. That the method now employed in de- 
termining and taxing the income portion of a 
term certain annuity should be extended to life 
annuities by using life expectancy as the term. 

3. That annual or periodic payments re- 
ceived under the provisions of a will or trust 
should be considered taxable income to the 
extent only that they are paid out of the in- 
come of the estate or trust. 

4, That the earnings of all approved pen- 
sion funds be exempt from income tax in the 
hands of the trustees. 

5. That the right of the trustees of a pen- 
sion fund to elect under Section 5 (1)(h) of the 
Income War Tax Act should be withdrawn 
and the special arrangements arising out of 
elections already made be discontinued for the 
future. 

6. That where an employee has been en- 
titled to a deduction from income in each year 
in respect of his contributions to an approved 
pension fund or plan for income tax purposes, 
the pension should be fully taxable when re- 
ceived. 

7. That where an employee has not been 
entitled to a deduction from income in each 
year in respect of his contributions by reason 
of an election under Section 5(1)(h), only a 
proportionate part of the pension should be 
taxable. 


8. That a pension continuing to dependents 
should be taxable as income in their hands in 
the proportion that the original pension was 
taxable. 

9. That Succession Duties should not be 
imposed on the value of a survivor’s pension 
receivable as taxable income. 

10. That the present limits placed upon de- 
ductions from income with respect to employ- 
ers’ and employees’ contributions to an ap- 
proved pension fund or plan should be re- 
moved, 

11. That pension funds should be subject to 
official supervision. 

12. That the present practice of taxing lump 
sum payments made by an employer to a 
retiring employee or on the cessation of em- 
ployment should be continued and extended 
to any payment made by an employer to an 
employee in respect of loss of office. 

13. That the present practice of taxing one- 
third of lump sum payments from a pension 
fund or plan should be continued. 

14. That there should be no deduction al- 
lowed from taxable income in respect of the 
premiums paid for life insurance or deferred 
annuities. 


Recommendations on Family Corporations 


1. That the companies to which these rec- 
ommendations apply be those which, in general, 
come within the definition of a private com- 
pany as provided in the Dominion Companies 
Act. : 

2. That capitalization or distribution of 
surpluses earned prior to the end of the 1939 
fiscal year be permitted on payment of a spe- 
cial tax by the company, which will approxi- 
mate the tax that would have been paid by the 
shareholders had the surplus been distributed 
year by year as earned. 
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3. That to accomplish this objective a grad- 
uated rate of tax be applied to the amount of 
the distribution or capitalization made or ac- 
cruing to each shareholder—the minimum rate 
being 15% on amounts up to $25,000, and the 
maximum being 33% on amounts in excess of 
$400,000 to any one shareholder. 

4. That permission to capitalize or dis- 
tribute such surpluses be available for a period 
of two years from the date that the plan is 
made law. 

5. That the refundable portion of excess 
profits tax be made available to apply in part 
payment of the special tax. 

6. That on the reorganization of a private 
company which involves a change in beneficial 
ownership, or on the winding up or discontin- 
uance of business of any such company, the 
undistributed income which is deemed to be the 
payment of a dividend under the present law 
be reduced by an amount equal to 20% of the 
income after tax earned in the 1940 and sub- 
sequent taxation years. 

Following publication of the report, the Hon- 
orable J. L. Ilsley, Minister of Finance, stated: 

“At the next session of parliament the gov- 
ernment will propose that in future annuities 
be taxable on only that portion representing 
the interest element in the payments. 

“The government has accepted ‘in principle’ 


the recommendations of the Royal Commission 


Missouri’‘s 
Largest Fiduciary 


This company engages only 
in the trust business. It does 
no banking business. It 
accepts no deposits. 


It administers more trust 
property than any other Mis- 
souri financial institution. 


It is the oldest trust com- 
pany in Missouri. 


For ancillary service in 
Missouri or Southwestern 
Illinois consult 


ST. LOUIS UNION 
TRUST COMPANY 


ST. LOUIS, MISSOURI 


Affiliated with the First National Bank 
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on the taxation of annuities and family corpor- 
ations, and will submit legislation based on the 
general principles proposed by the Commission 
as part of its tax revision program. 

“Tt will also be proposed that family corpora- 
tions which in the past have retained earnings 
within the company in order to build up or 
expand their operations be given the special 
tax schedule recommended by the Commission. 

“This schedule, when applied to accumulated 
earnings, will give results generally approxi- 
mating the tax which would have been paid 
if those earnings had not been plowed back 
into the business for development purposes. 
This appears to be a practicable solution to a 
highly complicated problem. 

“The acceptance of the main results of this 
important study in the field of taxation repre- 
sents one step in this general examination and 
review of the taxation system which I have 
repeatedly indicated should be undertaken as 
soon as the lessening of war requirement would 
permit.” 


0 


New Pension Study Issued 


An outline of the area of agreement that 
has been established between the Bureau of 
Internal Revenue and private industry in the 
matter of tax credits for payments made into 
corporate pension plans is presented by the 
N. Y. Journal of Commerce in a new pension 
study just published. 


Leading attorneys, tax consultants, actuar- 
ies, bank executives and insurance counsellors 
have contributed a series of thirty informative 
articles. Printed in tabloid form, the issue is 
called “Approval of Pension and Profit Sharing 
Plans.” 

Chairman of the leading committees on pen- 
sions of the various concerned associations 
present a review of their activities. Other ex- 
perts discuss the following topics: 

Fundamental philosophy of benefit plans as 
revealed by Government rulings; digest of the 
Commissioner’s rulings for employers; secur- 
ing Treasury approval of plans; effects of 
Treasury rulings on various types of plans; 
how discrimination is treated by the Treasury; 
past and future service credits; actuarial 
aspects of “normal cost’; profits sharing plans; 
latest developments in pensions; employee re- 
action to pension plans; personnel benefits to 
the company with a pension plan; servicing 
pension plans; a realistic view of pension 
costs; consulting bank officers on plans; points 
to consider in instituting a plan; satisfactory 
operation of a pension plan; securing simplic- 
ity and flexibility in plans; special policies for 
pension plans; resistance to profit sharing 
plans; pension plans as permanent institutions; 
future trends in pension plans; and the future 
of the pension business. 
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Estate Tax 


Release of trust powers not in contem- 
plation of death. In 1925, decedent created 
two $30,000 trusts for his two children, re- 
serving the power with consent of trustee 
and life beneficiary, to amend, change, en- 
large or limit, but in no event to revoke the 
agreements. In 1934, he enlarged the trusts 
by adding to each the sum of $50,000. Un- 
der the interpretation of the law in 1925 and 
up to 1937, the mere reservation of powers 
did not make the trusts subject to estate 
tax. In 1937, the interpretation being other- 
wise, he released the reserved powers, ac- 
cordingly. The new interpretation of the 
law made such release necessary if the 
trusts were to be excluded from estate tax. 
HELD: Release was not in contemplation of 
death, but for the purpose of completing his 
plans. The fact that he released his re- 
served powers to avoid the estate tax was 
not sufficient to tax the trusts under the rule 
applicable to transfers in contemplation of 
death. The incidental benefit of estate tax 
avoidance is not controlling where other mo- 
tives were paramount. Est. of Allen v. 
Spalding, C.C.A.-5, May 3. 

Finding of deficiency by BTA bars suit 
for recovery. After notice of estate tax 
deficiency issued, executor filed petition with 
BTA (now the Tax Court) for a redeter- 
mination based on three errors, one of which 
was the disallowance of estimated attor- 
neys’ fees of $10,000 claimed on the Estate 
Tax Return filed in December 1939. At 
trial this issue was not pressed because final 
amount would be uncertain until litigation 
was completed. Decision on other issues re- 
sulted in a deficiency of $53,000, but no men- 
tion was made of the attorneys’ fees which, 
eventually, amounted to $40,000 and which, 
if deductible, would reduce the estate tax by 
$14,000. After final payment of attorneys’ 
fees, the executor filed refund claim, which 
was rejected by the Commissioner, who con- 
tended that the action was barred by Sec. 


319(a) of the 1926 Act, as amended, provid- 
ing that if a petition was filed with the BTA, 
no suit for recovery of any part of the tax 
appealed from could be instituted in any 
court. HELD: Earlier litigation barred 
subsequent claim for refund based on de-. 
duction of attorneys’ fees. Moir, Exec’r. 
v. United States, C.C.A.-1, May 19. 


Case under United States-Canada Tax 
Convention. A _ citizen of the United 
States, after an extended residence in.Can-- 
ada, petitioned for Canadian citizenship. 
Prior to death decedent had not become a 
Canadian citizen. HELD: Decedent died a 
citizen of United States and, therefore, es- 
tate tax must be figured as provided by the 
United States-Canada Tax Convention,,. 
made effective retroactively to June 14, 
1941, a date prior to decedent’s death. Est.. 
of Lyon, 4 T.C. No. 142, April 27. 


Insurance policy proceeds taxable. In 
1924, three months after issuance of two- 
endowment policies wherein sons were- 
named owners and beneficiaries, decedent 
reformed contracts by rider, that proceeds 
be paid to his estate, if insured survived the 
beneficiaries. HELD: Proceeds are includ-- 
ible in gross estate of decedent because the 
riders validly established possibility of re- 
verter. Two other policies, issued in 1892: 
and 1903, contained options analogous to a 
possibility of reverter. HELD: Proceeds. 
were also includible in gross estate. Schon-- 
golia, Ex’x. v. Hickey, C.C.A.-2, May 2. 


Income Tax 


Receipts from trust funds taxable as 


compensation. Taxpayer acquired certifi- 
cates of beneficial interest in two trust 
funds created by Chrysler Corporation for 
purpose of enabling its officers and execu- 
tives to own stock on a favorable basis. The 
trust funds consisted chiefly of a percen- 
tage of earnings paid to the trustees by the 
corporation to purchase shares for the desig- 
nated participants. Shortly after resigna- 
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‘tion, taxpayer received cash amounting to 
$60,000, the value of his beneficial interest. 
HELD: Entire sum less amount included 
therein representing income, which had 
been taxed to the trustees, constituted tax- 
able income to the taxpayer in year received, 
as compensation for services rendered. 
Frazer v. Comm., 4 T.C. No. 135, April 17. 


Cash received in recapitalization tax- 
able. Executor, pursuant to recapitaliza- 
tion, exchanged estate’s holdings of pre- 
ferred stock for new preferred stock, com- 
mon stock and cash. Being a recapitaliza- 
tion, the stock was not taxable. In 1920, 
1928 and 1930 corporation had charged 
‘$844,000 of stock dividends to surplus. With 
a book deficit of $400,000 but with corporate 
profits for the year ended January 31, 1937, 
of $309,000, the corporation was unable to 
pay dividends to the stockholders under the 
state law. HELD: Cash received was tax- 
able as an ordinary dividend, and not as a 
‘capital gain as contended by the taxpayer. 
‘The Supreme Court admitted that the mat- 
ter was one of statutory construction and 
that it was not wholly free from doubt. Est. 
of Bedford v. Comm., Sup. Ct., No. 710, May 
2. 


Grantor taxable because of dominion and 
control. Father created trusts for his two 
‘children. He retained sweeping powers of 
‘control and investment, avoided restraints 
of a conventional fiduciary, etc., all of which 
gave him the economic equivalent of own- 
ership and enjoyment which he had pre- 
viously. HELD: Since the grantor retained 
‘substantial dominion and control on the 
trust property he is taxable under Sec. 
‘22(a). Edison v. Comm., C.C.A.-8, April 
‘23. 


Gift Tax 


Trust income disposed to another tax- 
able to beneficiary. Under trust instru- 
ment, trustees were required to pay as much 
income as beneficiary requested in writing. 
To remove pledge created by the grantor on 
the trust property, beneficiary requested in 
writing that he be paid only 20 per cent of 
the trust income while the note was unpaid; 
the 80 per cent to be applied against the 
note. HELD: Entire trust income taxable 
to beneficiary. By liquidating bank loan the 
‘economic position of the trust was improved, 
to the advantage of the beneficiary. Busch, 
III v. Comm., C.C.A.-8, April 28. 

Gift tax exclusion not allowed. Under 
trust instrument the trustee, in his sole dis- 
-cretion, could distribute, pay out or accumu- 
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late the trust income. The beneficiaries did 
not have an absolute unqualified and present 
interest in the trust income as it was entire- 
ly dependent upon the exercise of the dis- 
cretion of the trustee. HELD: The gifts in 
trust were of future interests and, conse- 
quently, not entitled to exclusions. Present 
enjoyment was subject to trustee’s discre- 
tion. United States v. Knell, C.C.A.-7, May 
11. 


Revenue Bureau Rulings and Tax News 


Powers of Appointment Release Dead- 
line. Release, partial or total, of power 
created prior to Oct. 21, 1942, to be free of 
federal estate and gift tax, must be made 
before July 1, 1945 (unless again extended). 


United States-Great Britain Tax Conven- 
tions. On April 16, 1945, the Secretary of 
State signed two tax conventions designed 
to avoid double taxation on incomes and es- 
tates. To prevent evasion, exchange of tax 
data arranged for. As to income taxes, it is 
effective in United States as of January 1, 
1945, and in Great Britain for assessment 
years on and after April 6, 1945. The estate 
tax convention is effective as to estates of 
persons dying on or after ratification date 
of treaty, and at option of personal repre- 
sentative as to persons dying after Decem- 
ber 31, 1944 but before ratification date. 

Sec. 126(c) Ruling. Illustrates applica- 
tion of Sec. 126(c) of I.R.C. which provides 
for deduction of that portion of estate tax 
on decedent’s estate which is attributable 
to inclusion in decedent’s estate of the right 
to receive such amount. (Special letter rul- 
ing, dated April 13.) 

G.C.M. 24617. Modifies G.C.M. 8488 and 
holds that income of a bankrupt partnership 
estate, like that of a bankrupt individual, 
should be taxed as income of an estate under 
Sec. 161, of I.R.C. and returns made on 
Form 1041, fiduciary income tax return. 

Post-War Taxation. On May 11, Joint 
Committee of Congress issued its report 
containing a five-point program providing 
corporate tax relief only. 


CHICAGO FINANCIAL ADVERTISERS 
ELECT 


The Chicago Financial Advertisers Associa- 
tion, at the annual meeting elected Daniel J. 
Healy, vice president of the Metropolitan 
Trust Co., as president; vice president, Harry 
Duntemann of the First National Bank of Chi- 
cago; secretary, Mrs. Loraine Nicholson, In- 
dustrial National Bank; treasurer, William 
Ledbetter of the Branham Co. 
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RECENT STATE LEGISLATION AFFECTING 
FIDUCIARIES 


(Continued from May issue, page 497) 
Arizona 


Ch. 49: Reduce to 18 the age of testamen- 
tary capacity for persons in the armed 
forces and auxiliaries thereof. 


Arkansas 


Act 190: Empowers court to confirm nom- 
ination and appointment of non-resident 
named in a will as executor or trustee. 


Act 143: Gives widow right to one-third 
of proceeds from sale of timber, oil, gas or 
other mineral leases. 


California 


Ch. 318: Provides for total or partial re- 
lease of powers of appointment and pre- 
scribes procedure therefor. 


Colorado 


H.B. 116: Revises legal list of investments 
for fiduciaries. 


Delaware 


S.B. 49 and 56: Provide that uninvested 
funds held by trust institution in a fiduciary 
capacity shall be a preferred claim over all 
unsecured claims. 


S.B. 50: Eliminates doubt as to possible 
inclusion of real estate in calculation of in- 
come under testamentary trust during set- 
tlement of estate. 


Illinois 


H.B. 280: Adopts prudent man rule of 
trust investment. 


Maine 


Ch. 141: Provides that, where witnesses 
of will were in armed forces at time of at- 
testation and are unavailable to testify on 
probate, will may be admitted to probate on 
proof of testator’s signature by two disin- 
terested persons. 


Maryland 


Ch. 342: Provides that no right of dower 
shall attach to any lands held by two or more 
persons as joint tenants as long as such ten- 
ancy exists. 


Ch. 466: Establishes procedure for sum- 
mary administration of small estates. 


Michigan 


S.B. 190: Makes numerous changes in law 
imposing tax on ownership of intangible 
personal property. 


S.B. 258: Provides for the partial or total 
release of powers of appointment and pre- 
scribes manner of effecting release. 


S.B. 359: Exempts trust institutions from 
filing bond as guardian of incompetent vet- 
erans (and other incompetents under veter- 
ans administration) unless court deems 
bond necessary for protection of ward’s es- 
tate. 


S.B. 12: Prescribes procedure for filing 
notices of claim of interest in land. 


H.B. 162: Declares that rights of owner, 
co-owner or beneficiary of non-transferable 
United States Savings Bonds shall not be 
impaired or defeated by any statute or rule 
of law governing the transfer of property 
by will or gift or an intestacy. 


Minnesota 


Ch. 140: Modernizes railroad section of 
legal list for savings banks and guardians. 
(Does not apply to trustees since they are 
operating under prudent man statute.) 


Ch. 202: Adopts Uniform Fiduciaries Act. 


Ch. 290: Makes shares of building and 
loan associations legal investments for fidu- 
ciaries. 


Ch. 453: Exempts moneys and credits (in- 
tangibles) from property taxation. 


Ch. 495: Authorizes Commissioner of 
Taxation, with consent of Attorney General, 
to compound gift taxes where the transfer 
creates remainders or expectant estates of 
such nature that the tax payable, the iden- 
tity of any donee or the nature or value of 
the interest is not ascertainable at date for 
assessment of tax. 


Ch. 496: Provides for refund of gift tax 
if by reason of a contingency or a condition 
occurring after transfer, an interest is 
abridged or diminished. 


Ch. 554: Authorizes Commissioner of 
Taxation to compound inheritance taxes, 
whether or not decedent’s estate has been 
probated in Minnesota. (Eliminates doubt as 
to previous statute’s application to estates 
where probate proceedings were not had.) 





Nebraska 


L.B. 156: Permits probate of will on tes- 
timony of at least two disinterested wit- 
nesses as to signature of testatory where at- 
testing witnesses are unavailable. 


Nevada 


Ch. 192: Provides for probate of will on 
testimony of at least two disinterested wit- 
nesses as to signature of testator, where at- 
testing witnesses are unavailable. 

Ch. 111: Makes slight changes in order of 
preference in granting administration of in- 
testate estates. 


New Hampshire 


Ch. 30: Permits guardians to invest “in 
such stocks, bonds or other securities as a 
prudent man would purchase.” 


New Mexico 


Ch. 3: Where estate left by decedent has 
descended in whole or in part from another 
decedent whose estate has never been pro- 
bated in the state, court may grant letters 
testamentary or of administration upon the 
estates jointly, and they may be adminis- 
tered as if one estate. 

Ch. 16: Gives to legally adopted child 
right to inherit from adopting parents to 
the same extent as if a natural child. 


North Dakota 


H.B. 113: Makes slight changes in order 
of preference in granting administration of 
intestate estates. 


Oklahoma 


S.B. 116: Permits investment of trust 
funds in notes or bonds secured by mort- 
gages or in debentures the payment of 
which is insured or guaranteed by the 
United States or any of its departments or 
agencies, without regard to the limitation 
on the appraised value of the real estate. 


Pennsylvania 
Act 171: Adopts Uniform Principal and 
Income Act, with minor changes. 


Act 179: Broadens exemptions from Per- 
sonal Property Tax. 

Act 221: Authorizes individual co-fiduci- 
aries to consent to nominee registration of 
securities held with corporate fiduciary. 


South Carolina 


Act 310: Uniform Stock Transfer Act 
adopted, ' 
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Washington 


Ch. 197: Makes several changes regard- 
ing widow’s and children’s allowances. 


Ch. 41: Exempts trust institutions from 
necessity of filing bond as guardian. 


Ch. 39: Permits probate of will on satis- 
factory testimony as to signature of testa- 
tor where attesting witnesses are unavail- 
able. 


Wisconsin 


Ch. 125: Exempts from state income tax 
income realized on qualified stock bonus, 
pension or profit sharing trusts. 


Ch. 106: Permits any mutual savings 
bank, with aggregate deposits exceeding 
$2,000,000, to exercise trust powers when 
authorized by the banking commission and 
upon making deposit of $100,000 with the 
state treasurer. Before authorization, the 
banking commission shall take into consid- 
eration the total amount of the guaranty 
fund, the amount of aggregate deposits, the 
needs of the community to be served and 
any other facts including public convenience 
and welfare. 
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Wyoming 
Ch. 112: Establishes conditions under 
which administration of estate is unneces- 
sary. 


Ch. 105: Sets up list of legal investments 
for fiduciaries. 


Ww 


The following attorneys and trust officers 
have cooperated in reporting on legislation en- 
acted in 1945 in their respective jurisdictions: 

Ala.: C. F. Zukoski, Jr., Birmingham; Arzz.: 
Robert D. Walker, Phoenix; Ark.: J. H. Bow- 
en, Little Rock; Cal.: Walter L. Nossaman, 
Esq., Los Angeles; Colo.: Hubert D. Henry, 
Esq., and S. L. Anrud, Denver; Conn.: 
Harold E. Read, Hartford; Del.: Paul D. 
Lovett, Wilmington; D.C.: Willard G. Mc- 
Graw, Washington; Fla.: Warren L. Jones, 
Esq., Jacksonville; Ga.: Furman Smith, Esq., 
Atlanta; J/l.: Harold Eckhart, Chicago; Ind.: 
John A. Alexander, Esq., Indianapolis; Ja.: E. 
D. Perry, Esq., Des Moines; Kan.: Marlin S. 
Casey, Esq., Topeka; Me.: Alden H. Sawyer, 
Portland; Md.: R. S. Opie, Baltimore; Mich.: 
Ray O. Brundage, Lansing; Minn.: Charles J. 
Curley, St. Paul; Mo.: Robert Neill, Jr., Esq., 
St. Louis; Neb.: Frank D. Williams, Esq., 
Lincoln; N. J.: H. Douglas Davis, Plainfield; 
Ohio: William A. Stark, Cincinnati; Okla.: 
E. P. Gum, Oklahoma City; Ove.: George W. 
Stewart, Portland; Pa.: John Y. Scott, Esq., 
Harrisburg; R. J.: Colin MacR. Makepeace, 
Providence; S. C.: J. H. McGee, Charleston; 
Tex.: George M. Irving, Houston; Wash.: 
G. L. Danbom, Seattle; Wis.: J. W. Desmond, 
Milwaukee. 


Prudent Man Rule Wins — and Loses 


Illinois became the 17th state (see box score 
elsewhere in this issue) to adopt the prudent 
man rule of trust investment with the recent 
signature of H.B. 280, effective July 1, 1945. 

A similar bill was defeated in Wisconsin 
and Pennsylvania. 





Patent Rights Under Trust 


The Hartford National Bank and Trust Com- 
pany as Trustee under the indenture dated 
August 25, 1939, with N. V. Philips’ Gloeilam- 
penfabrieken (Philips Incandescent Lamp 
Works Company) of Eindhoven, Holland, has 
announced that on July 1, 1945, all licenses 
issued by the Radio Corporation of America 
under the United States patents of Philips will 
terminate. Practically all major radio com- 
munications equipment today incorporates 
principles covered by Philips patents. 

The Trustee is taking steps to make the 
patent rights available to the Government and 
industry under appropriate terms after the 
present licenses expire. R.C.A., General Elec- 
tric and Westinghouse will continue to hold 
non-exclusive licenses after July 1 under exist- 
ing patents. It is also planned that future 
patents on inventions of Philips scientists will 
be made available to the industry. 


Retirement Plan Announced 


More than ninety officers and members of 
the staff of The Plainfield (N. J.) Trust Com- 
pany were present at the dinner last month 
at which President Harry H. Pond announced 
the establishment of a pension plan. Mr. Pond 
stated that the entire expense will be borne by 
the bank. Following his remarks, Omer T. 
Houston, vice president, outlined the terms of 
the plan under which all employees who have 
completed five years or more of continuous ser- 
vice as of January 2, 1945, and who are more 
than thirty years old but not over fifty-five 
and one-half years old as of that date will 
qualify. Other arrangements will cover those 
who have passed the age limit of eligibility. 


DeWitt Hubbell, executive vice president, 
spoke briefly upon the satisfaction of the offi- 
cers and directors in being able to fulfill one 
more ideal of service on the part of The 
Plainfield Trust Company. 
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Decisions 


LEGAL CONTRIBUTING EDITORS: Digests of the current decisions affect- 
ing fiduciaries, published in the following pages, were reported by these 
attorneys, for their respective jurisdictions: 


ARIZONA & NEW MEXICO: 
Robinette & Coolidge, Phoenix 


Harold L. Divelbess—Gust, Rosenfeld, Divelbess, 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 

INDIANA: John A. Alexander—Hammond, Buschmann, Roll & Alexander, Indianapolis 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

MISSOURI: Robert Neill, Jr.—Thompson, Mitchell, Thompson & Young, St. Louis 
OHIO: R. P. Biechele—Assistant Counsel, The Cleveland Trust Company, Cleveland 


The complete roster of editors appears in July and January. 


Distribution — Rights of Acknowledged II- 
legitimate Child to Inherit Through Puta- 
tive Father 


Indiana—Appellate Court 


Phillips v. Townsend et al., 60 N.E. (2d) 297. 
tion to Transfer to Supreme Court Filed.) 


(Peti- 


Sarah A. Bailey died leaving as her only 
heirs at law certain nieces and nephews, grand 
nieces and grand nephews and the appellant 
Phillips who claims to be a nephew. Phillips’ 
father was a brother of Sarah and died prior 
to the date of Sarah’s death, leaving appellant 
Phillips, his acknowledged illegitimate child, as 
his sole heir at law, and as such acknowledged 
illegitimate son, appellant Phillips inherited 
his father’s estate as provided under Section 
6-2309, Burns Indiana Statutes Anno., 1933, Ap- 
pellant Phillips, by his petition in this case, 
claims under the provisions of Section 6-2309 
the right to inherit through his putative father 
as a nephew of Sarah A. Bailey. 

HELD: Phillips inherits under the pro- 
visions of Section 6-2309, through his putative 
father, as a nephew of Sarah A. Bailey. 

NOTE: The court in so holding reversed its 
holdings in at least two prior cases, one of 
which was decided as late as January, 1942, 
and in one of which a petition to transfer 
to the Supreme Court was denied. In these 
prior cases, the court had distinguished be- 
tween inheriting from and inheriting through 
a putative father, holding that under Section 
6-2309 an acknowledged illegitimate child 
could inherit from but not through his putative 
father. 

eS 


Distribution — Rights of Beneficiaries in 
Respect of Annuities 


California—District Court of Appeal 
Estate of Markham, 68 A.C.A. 943. 


Markham’s will left estate in trust to pay 
certain specified sums from income to various 
beneficiaries, the remaining income to his wife 
for life. The remainder interest was given to 
the children of P. A sister was given $100 per 


month, and at her death in 1940, $1,420 was 
in arrears. She left this claim to appellant 
and appellant’s assignors. On appeal from 
order denying appellant’s petition to require 
trustee to pay arrearage of the annuity, 

HELD: Reversed. Arrears in payment of 
fixed sums for any year might be made up out 
of subsequent surpluses. Existence of spend- 
thrift clause does not bar right of annuitant’s 
estate to receive arrears of the annuities. 
Order settling account of executrix during 
years when the deficiencies occurred did not 
bar claim for the deficiencies. 

NOTE: The court’s further holding that 
the annuity payments could be made out of 
principal seems unnecessary to the decision, 
and in view of the language of the will, ques- 
tionable. 


ee 

Distribution — Electing Widow Takes Es- 

tate of Inheritance and Is Entitled to 
Rentals 


Ohio—Supreme Court 
Barlow; Daulton, Admx. v. The Winters 
Bank & Trust Co., 145 O.S. 270. 


National 


Decedent died testate seized of a substantial 
amount of real and personal property. His 
will created a trust for the benefit of his 
widow, his father, and his brother. The widow 
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elected to take at law pursuant to Section 
10504-55, Ohio General Code, reading in part 
as follows: 


“After the probate of the will *** the Probate Court 
*** forthwith shall issue a citation to the surviving 
spouse, if any, to elect whether to take under the will 
or under the statute of descent and distribution. In 
the event of election to take under the statute of de- 
scent and distribution, such spouse shall take not to 
exceed one-half of the net estate. ***’’ 


The statute of descent and distribution 
(10503-4, Ohio General Code) reads in part as 
follows: 


“s**® When a person dies intestate having title or 
right to any personal property, or to any real estat2 
or inheritance in this state, such personal property 
shall be distributed, and such real estate or inheritance 
shall descend and pass in parcenary, except as other- 
wise provided by law, in the following course : 


All parties concede that in case of intestacy 
the surviving spouse takes an estate of inher- 
itance in the real estate. Plaintiff, however, 
claims that the limitation imposed by Section 
10504-55 changes the inheritable quality of the 
estate which the surviving spouse elects to take 
at law and gives her only “one-half of the 
net estate’ measured in money; that the sur- 
viving spouse does not take as an heir at law 
but as a distributee of her share in money at 
the close of the administration of the estate, 
and that accordingly she is not entitled to any 
rents received from the real estate during the 
period of administration. 


HELD: “The statute, Section 10504-55, Gen- 
eral Code, limiting the share which the relict 
of a deceased husband or wife may elect to 
take in the estate of such deceased husband or 
wife under the statute of descent and distri- 
bution, does not make such share one-half of 
the net value of such estate, but one-half of the 
net estate. Hence, there is nothing to indicate 
that the surviving spouse shall be paid a dis- 
tributive share in money rather than one-half 
of the real estate and one-half of the net per- 
sonal estate after the payment of debts. *** 
The relict of a deceased husband, who elects 
to take her share in his estate under the 
statute of descent and distribution as limited 
by Section 10504-55, General Code, which sec- 
tion must be read in pari materia with Section 
10503-5, General Code, takes real estate, if 
there be such in the estate of the deceased hus- 
band, as an inheritance and not its appraised 
value in money. It necessarily follows that 
when such real estate is taken, the relict is 
entitled to the rents on her share of the real 
estate, from the date of the death of her hus- 
band. .***” 


——_——_0 


Peter Guy Evans, our Tax Editor, has joined 
the firm of Janis & Bruell, certified public ac- 
countants. The firm, with offices at 11 Park 
Place, New York, is now known as Janis, 
Bruell & Evans. 
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Wills — Construction — Determination of 
‘Next Nearest of Kin” 


Missouri—Supreme Court, Div. No. 1 


St. Louis Union Trust Company v. Kaltenbach, 186 


S.W. 2d 578. 


The will provided a trust for the testator’s 
daughter during her life “and at her death 
without children her estate to descend to next 
nearest of kin.” The contestants for the corpus 
of the trust provided for the daughter were 
her brother who survived her and a great- 
grandson of testator, they being the only per- 
sons who could claim to be the heirs at law 
or nearest of kin of testator or the life tenant. 
The life tenant’s brother claimed the estate on 
the theory that he was the son of testator and 
the brother of the life tenant, whereas the 
other contestant claimed the estate on the 
theory that he was “next nearest of kin.” 

HELD: “The next nearest of kin” meant 
the nearest of kin of the testator, not the life 
tenant. The estate vested as of the date of 
testator’s death. ‘Next nearest of kin” means 
the same as “nearest of kin” and was used in 
a non-technical sense to mean a class of. per- 
sons who would be heirs of the testator. The 
two sons of the testator who survived him 
acquired a vested estate upon the testator’s 
death and the grandson of one son who pre- 
deceased the daughter inherited such vested 
one-half interest, the other one-half interest 
going to the remaining son who survived. 
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The great-grandson did not lose his right of 
inheritance because he was adopted in Cali- 
fornia by persons not related to testator under 
procedure which did not call for notice to the 
father or the appointment of a guardian ad 
litem as required by the Missouri Statute. 


Attorneys’ fees should be paid out of the 
estate to the trustee who brought the action 
for instructions but not to the attorneys for 
the defendants, each of whom claimed all and 
recovered half. 
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Wills — Probate — Construction of Terms 
Not In Issue On Contest 


Arizona—Supreme Court 
In re Hesse’s Estate, 157 P. (2) 347. 


Testatrix left a will and a codicil thereto. 
The codicil merely changed the amount of one 
specific bequest. The will was contested. 


HELD: 1. In a will contest the sole issue 
is whether there is a will valid under the law 
and questions as to construction or meaning 
of a will are not grounds for contest. 


2. A showing that testatrix cut off natural 
object of her bounty and left bulk of estate 
to blood strangers does not make out a prima 
facie case for contestant on ground of undue 
influence. 
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Wills — Construction — Priority of Legacy 


Massachusetts—Supreme Judicial Court 
Sherman v. Woodard, 1945 A.S. 619. 


Petition in the probate court to compel the 
executrix to pay a $2,000 legacy to the peti- 
tioner. Among other bequests was one of 
$20,000 to the executrix as trustee in trust to 
pay $10 per week to H, with power in the 
trustee to use principal for H’s support if 
needed. On the death of H what remained 
went to the executrix personally. The will 
further provided as follows: 

“In the event that my estate shall be insufficient to 
pay all of the legacies in this will in full, I direct that 
the legacy constituting the trust for the benefit of my 


brother, H, in Clause Second, shall be paid in full be- 
fore the payment of any other legacies.” 


If the whole $20,000 were given priority 
there would be nothing left for the other pecun- 
iary legatees. The petitioner contended that 
only the life estate was intended to be pre- 
ferred. He survived the testatrix. 


HELD: The priority applied to the entire 
legacy and not merely to the life estate. That 
is the literal meaning of the clause, and to 
adopt the petitioner’s interpretation would 
mean postponing the settlement of the estate 
until the death of H, and there was nothing in 
the will suggesting any such intention. 
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Fiduciary Trust Co. 160, 366, 584 
Fifth Avenue Bank 322, 503 
Fulton Trust Co. 179, 490 
Guaranty Trust Co. 14, 118, 244, 350, 457, 529 
Manufacturers Trust Co. 46, 130, 374 
Marine Midland Banks 174, 394, 547 
New York Trust Co. 29, 158, 284, 358, 444, 562 
Public Natl. Bank & Trust Co. 193 
Title Guarantee & Trust Co. Inside Front Covers 
United States Trust Co. 4, 332 
Rochester 
Lincoln-Alliance Bank & Trust Co. 44, 292, 462 
Security Trust Co. 144 
OHIO— Cincinnati 
Fifth Third Union Trust Co. 8, 184, 273, 337, 478, 560 
Cleveland 
Cleveland Trust Co. 54, 426 
National City Bank 235, 467 
Columbus 
Ohio National Bank 286 
OREGON— Portland 
United States National Bank 20, 280, 419 
PENNSYLVANIA— Philadelphia 
Fidelity-Philadelphia Trust Co. 30, 242, 360, 518 
Girard Trust Co. 114, 330, 501 


Land Title Bank & Trust Co. 
100, 
Philadelphia National Bank 
Pittsburgh 


10, 238, 324, 


Fidelity Trust Co. 
First National Bank 
Peoples-Pittsburgh Trust Co. 36, 

Reading 
Berks County Trust Co. 


223, 270, 


189, 308, 378, 459, 
Back Covers 


373, 499, 
406, 483, 


188, 397, 


534 


585 
185 
558 


557 








RHODE ISLAND— Providence 


Industrial Trust Co. 


TENNESSEE— Memphis 
First National Bank 13, 
TEXAS— Fort Worth 
Fort Worth National Bank 
Houston 
Houston Bank & Trust Co. 
VIRGINIA— Richmond 
First and Merchants National Bank 
91, 126, 282, 364, 432, § 
Virginia Trust Co. 111, 
WASHINGTON— Seattle 
Seattle-First National Bank 164, 
CANADA— Montreal 
Royal Trust Co. 35, 253, 
Toronto 
Guaranty Trust Co. of Canada 43, 264, 
143, 2 


Toronto General Trusts Corp. 


SERVICES FOR TRUST AND BANK 
OFFICIALS AND ATTORNEYS 


Advertising 
Purse Company 


Appraisals 


The American Appraisal Co. 
110, 177, 287, 383, 439, 


33, 133, 


Timberland Appraisals 156, 
Auctioneers & Appraisers : 
Kende Galleries 17, 192, 254, 359, 


Parke-Bernet Galleries, Inc. 
61, 159, 275, 377, 443, 
Silo’s 34, 154, 269, 382, 468, 
Books & Services 
Commerce Clearing House, Inc. 
92, 197, 241, 401, 425, 
Polk’s Bankers Encyclopedia 
Prentice-Hall, Inc. 
Ronald Press Co. 
Corporations 
American Home Products Corp. 
Cities Service Co. 
Chesapeake & Ohio Railway Co. 
Johns-Manville Corp. 
The Pennsylvania Railroad 
Insurance 
Connecticut General Life Insurance Co. 
Investment Securities & Services 
Burlingame Corporation 
81, 137, 299, 395, 482, 
W. E. Burnet & Co. 
Halsey, Stuart & Co., Inc. 
Luckhurst & Co. 
McCombs, Leonard S. 
Merrill Lynch, Pierce, Fenner & Beane 


103, 199, 


354, 


87, 306. 475, 
301, 389, 476, 


155, 302, 
R. W. Pressprich & Co. 
85, 147, 297, 387, 471, 
Shields & Co. 
Smith, Barney & Co. 134, 392, 
Vance, Sanders & Co. 303, 398, 472, 


H. C. Wainwright & Co. 
82, 151, 304, 388, 477, 
Pension Planning 
Wickenden and Associates 
64, 163, 263, 345, 440, 
Real Estate 


Previews, Inc. 





454 


550 
403 


445 


571 
565 


514 
257 
576 
321 


341 
447 
349 
172 
355 


523 


526 
148 
527 
521 
553 


480 


517 
152 
537 
538 
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TRUST INSTITUTIONS 
Of AMERICA for 1945 


(including Canada & Mexico) 


Geographical and Personnel Listings of 
Banks and Trust Companies Actively En- 
gaged in Fiduciary Services; Officials of 
Fiduciary Associations, Life Insurance and 
Trust Councils, and related organizations. 
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TRUSTS AND ESTATES Magazine 
50 East 42NpD ST., NEw YorkK 17, N. Y 





er 





EXECUTOR * TRUSTEE *® CUSTODIAN * GUARDIAN 


OLD COLONY 
TRUST COMPANY 


ONE FEDERAL STREET, BOSTON 


T. Jerrerson Coo.ipce Cuanninc H. Cox 
Chairman President 


New England’s 
Largest Corporate Fiductary 


Allied with Tue First NaTionaAt Bank or Boston 





eS OF GHEGKS 


Enough we Keach 


HALF-WAY 


: if would take a lot of checks, 
placed end to end, to extend halfway around the world 


at our latitude—a distance of 10,155 miles. But our 
Transit Department, working with maximum speed 
and efficiency in its daily transactions, handles this 
great volume of business in ax average year. 

Because of what our correspondents say of. our 
methods of operation, we feel that the miles of checks 
handied by our Transit Department are also milestones 
of achievement for The Philadelphia National Bank. 

We will always be glad to discuss possible corre- 
spondent relationships, and will do so informally if 
you prefer. 


THE PHILADELPHIA 
NATIONAL BANK 
Fhe Cidest and Largest Bank in Pounsyboanis 


PHILADELPHIA 1, PA. * ORGANIZED 1803 


MEMBER FPEHCEES OSFOSIT INEVE SHEE CORPORATION 








